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LETTER OF TRANSMITTAL 


January 4, 1957. 


To Members of Committees on Interior and Insular Affairs, and 
Public Works: 

In pursuance of the responsibilities placed on our committees by 
Senate Resolution 281, adopted by the Senate on July 26, 1956, requests 
for comments, suggestions, and recommendations were addressed to 
all Federal, State, and other agencies concerned. Specific informa- 
tion was sought from Federal agencies in the form of examples of the 
application of several methods of cost allocations. 

Responses that undoubtedly will be helpful are attached and are 
being circulated in a committee print to agencies and individuals who 
have evinced interest in the objectives of Senate Resolution 281. 

We have directed our respective staffs to cooperate in the prepara- 
tion of analyses of the responses. Further comments from interested 
agencies are solicited with a view to having an appropriate resolution 
prepared for introduction and reference jointly to our committees 
early in the 85th Congress. 

We will be pleased to have any comments or suggestions individual 
members, agencies, or organizations may have to offer by January 
25, 1957. 

Copies of this committee print are being sent to Federal, State, 
and other agencies, with invitations to have accredited representa- 
tives present at a conference to be held in room 224—A, Senate Office 
Building, at 2 p. m., Monday, February 4, 1957, for an informal dis- 
cussion of Senate Resolution 281. All agencies, organizations, and 
individuals concerned, as well as committee members, are invited to 
have representatives present at the conference. 

James E. Murray, 
Chairman, Committee on Interior and Insular Affairs. 
Dennis CHAVEZ, 
Chairman, Committee on Public Works. 





(The material referred to follows :) 
Senate Resolution 281 is as follows: 


RESOLUTION 


Whereas the Bureau of the Budget, on December 31, 1952, 
issued Circular Numbered A-47, prescribing standards, 
procedures, and policies for the evaluation of proposed 
Federal projects for land and water resources conservation 
and development; and 

Whereas the Bureau of the Budget, on November 29, 1954, 
proposed a revision of Circular Numbered A-47, the ap- 
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plication of which would impose further restriction by the 
executive agencies on Federal participation in the conserva- 
tion and development of land and water resources, and on 
which hearings were held by the House Committee on In- 
terior and Insular Affairs March 15 and March 30, 1955; 
and 

Whereas on January 17, 1956, the President of the United 
States transmitted to the Congress the Report (House Doc- 
ument Numbered 315, Eighty-fourth Congress, second ses- 
sion) of the Presidential Advisory Committee on Water 
Resources Policy, consisting of the Secretary of Defense, 
the Secretary of the Interior, and the Secretary of Agri- 
culture, designated by the President May 26, 1954, with 
a recommendation that “* * * the Congress give prompt 
attention to its proposals”; and 

Whereas it is stated, at page 84 of the Economic Report of the 
President, transmitted to the Congress January 24, 1956, 
that “in due course, legislative proposals will be submitted 
to implement the recommendations” of the Presidential 
Advisory Committee on Water Resources Policy, but no 
such proposals have yet been submitted to the Congress and 
instead it is indicated that the ecommendations may be 
implemented by diect action onf the executive agencies; and 

Whereas notwithstanding that the conditions recited in this 
resolution result by reason of policies or actions under more 
than one national administration and by more than one 
branch and department of the Federal Government, it is 
desirable that this Congress initiate proper corrective ac- 
tion : Now, therefore, be it 


Resolved, That it is the sense of the Senate that the stabili- 
zation of the national economy and the effectuation of the 
wisest, most orderly, and most economic utilization of the 
land and water resources of the Nation for the widest pos- 
sible public benefit require that the Congress continue to 
exercise all of its constitutional powers to encourage the con- 
servation and development of such resources to establish 
national policy pertaining thereto, and that any nullification 
by the executive agencies of this long-established principle 
would constitute a “usurpation of the legislative power. 

Sec. 2. That land and water resources developme nt should 
be planned in comprehensive bases and with a view to such an 
ultimately integrated operation of component segments as 
will insure the realization of an optimum degree of physical 
and economic efficiency. 

Seo. 3. That the number of Federal agencies, offices, and 
organizations having to do with the planning and review of 
projects for the conservation and development of land and 
water resources should be reduced, rather than increased, and 
that technical and administrative routing and review pro- 
cedures should be simplified and shortened in order to facili- 

tate and to accelerate the submittal of reports to the Congress 
in support of requests for the authorization of projects. 

Src. 4. That reports to the Congress in support of requests 
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for the authorization of projects for the conservation and 
devclopment of land and water resources should include 
evaluations made in accordance with criteria prescribed by 
the Congress, and that they should fully disclose the details 
and results of all studies and analyses of all potential utiliza- 
tions, costs, allocations, payout, and benefits, both direct and 
indirect, made by all interested operating agencies. 

Src. 5. That the preservation of the “constitutional prin- 
ciple of separation of powers requires that any departure 
by the executive agencies from the observance and employ- 
ment of the policies, standards, procedures, and techniques 
reflected in and growing out of the law governing the con- 
servation and development of the land and water resources 
of the Nation be effected only after approval by the Congress. 

Sec. 6. That the Committee on Interior and Insular Affairs 
and the Committee on Public Works be, and they hereby are, 
directed jointly to study, in consultation with other appro- 
priate committees and executive agencies, and to design and 
to formalize a comprehensive and particularized sets of stand- 
ards and overall criteria for the evaluation of all proposed 
projects for the conservation and development of land and 
water resources, including attention to the several specific 
factors recognized in section 4 of this resolution, all to the 
end that the Congress shall fully exercise its constitutional 
powers, as reflected throughout the text of this resolution. 
The Committee on Interior and Insular Affairs and the Com- 
mittee on Public Works are hereby directed to submit to the 
Senate, as ear ly as practicable during the first session of the 
Eighty-fifth Congress, a detailed report with respect to their 
implemetnation of this section. 


The following memorandum requested comments and collaboration : 


Unirep States Senate, 
ComMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
CoMMITTEE ON Pusuic Works, 
Washington, D. C., July 27, 1956. 


MEMORANDUM TO CONGRESSIONAL COMMITTEES, FEDERAL AND 
STATE AGENCIES, ORGANIZATIONS AND INDIVIDUALS CONCERNED 


The United States Senate, on July 26, adopted Senate Res- 
olution 281, relating to national water projects, yolicies, and 
procedures. This resolution was Peociinendee jointly by 
the Committee on Interior and Insular Affairs and the Chai 
mittee on Public Works, after hearings in which representa- 
tives of executive agencies, other organizations and individ- 
uals appeared. 

The attached report to the Senate, No. 2686, by the two com- 
mittees sets forth views on the importance of this subject. It 
stresses the necessity for the Congress to lay down ground 
rules with respect to information to be furnished in connec- 
tion with proposed water projects, procedures and related 
matters. 

Section 6 of the resolution directs the two committees, 
jointly, to study, design, and formalize “a comprehensive 
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and particularized set of standards and overall criteria for 
the evaluation of all proposed projects for the conservation 
and development of land and water resources.” Particular 
attention is directed to specific factors set forth in section 4 
of the resolution, which is printed in the form adopted by 
the Senate on pages 18-19, at the conclusion of the com- 
mittees’ report. 

In pursuance of the directive of the Senate, the two com- 
mittees are directing a thorough examination of the problem 
and are seeking the cooperation of all concerned. To this end 
the request is hereby made that each agency, Federal or State, 
any organization or individual interested submit its views, 
suggestions, or other detailed information to the committees 
by November 1, 1956. At least 5 copies of the material should 
be submitted by that date. 

You will note that the committees are under instructions to 
report to the Senate as early as practicable in the 85th Con- 
gress and your cooperation in submitting material in the 
form of suggestions or recommendations will be appreciated. 

James E. Murray, 
Chairman, Committee on Interior and Insular Affairs. 
Curnton P. ANDERSON, 
Chairman, Subcommittee on Irrigation and Reclamation. 
Dennis CHAVEZ, 
Chairman, Committee on Public Works. 
Rosert S. Kerr, 
Chairman, Subcommittee on Flood Control. 


Address replies to: Chairman, room 224-A, Senate Office 
Building, Washington 25, D. C. 

Acceptance of the invitation to collaborate in considerations pur- 
suant to S. Res. 281, and designation of a liaison staff representative 
have been received from: 

Hon. Allen J. Ellender, chairman, Committee on Agriculture and 

Forestry, United States Senate 
Hon. Clair Engle, chairman, Committee on Interior and Insular Af- 

fairs, House of Representatives 
Hon. Harold D. Cooley, chairman, Committee on Agriculture, House 

of Representatives 
Hon. Charles A. Buckley, chairman, Committee on Public Works, 

House of Representatives 

Comments have been received from the following officials of the 
executive branch: 

Comptroller General of the United States 
Bureau of the Budget 

Federal Power Commission 

Secretary of the Army 

Secretary of the Interior 

Secretary of Agriculture 

The latter three departments, as requested, also furnished detailed 
information and specific data relative to cost allocations and cost- 
benefit calculations. 
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Comments have been received from officials of the States of Cali- 
fornia, New Mexico, North Dakota, Oklahoma, Washington, and 
Wyoming. 

Comments also have been received from the Upper Colorado River 
Commision, composed of representatives of the States of Colorado, 
New Mexico, Utah, and Wyoming. 

Comments have been received from the following organizations: 
Arkansas Basin Development Association 
Association of Western State Engineers 
Connecticut River Valley Flood Control Association 
H. C. Gee 
Kaskaskia Valley Association 
Los Angeles Chamber of Commerce 
McCall, Parkhurst, & Crowe 
National Reclamation Association 
Northwest Public Power Association 
Water Resources Associated 
Engineers Joint Council 

A summary of the individual comments is attached, and each of 
the communications follows. 





CONSERVATION AND DEVELOPMENT OF 
WATER RESOURCES 





I. FeperaL AGENCIES AND OFFICIALS 
COMPTROLLER GENERAL OF THE UNITED STATES 


Matter for consideration by the Congress 

1. At the present time the Federal water resource program is based 
on a large number of laws that are administered by several agencies. 
These laws do not provide uniform policies or criteria that are funda- 
mental in carrying out the programs. 

2. He believes that the water resource program can be more effec- 
tively administered if the Congress provides policies and criteria to 
be applied for allocation of costs of multiple-purpose projects, the 
results of which serve as the basis for establishing rates for commer- 
cial power. In addition to establishing policies and criteria for cost 
allocations, he believes that the new legislation should also provide 
for (1) period for repayment of construction costs, (2) rates of inter- 
est, and (3) subsidies to nonpower purposes. 

3. Audits of the important Federal water resource development 
programs that include power generating and marketing operations 
disclose that even though projects have been in operation for a number 
of years, firm-cost allocations have been made for very few multiple- 
purpose projects. 

4. To resolve the matter of reaching firm-cost allocations, we believe 
that the Congress could take one of the following alternative courses 
of action: 

(a) Establish policies and criteria for making the cost allocations, 
and designating specifically the agency to make the allocation where 
one agency constructs the project and another agency markets a prod- 
uct of the project. (In this case the Congress may want a firm-cost 
allocation report submitted to it for review, and such report also to 
include the views of the interested agency not having the responsibil- 
ity for the cost allocation.) The Congress may want to define the role 
of the Federal Power Commission in these allocations. 

(6) Establish policies and criteria for making the cost allocations 
and designating the Federal Power Commission to make the firm-cost 
allocation, wherever power is a purpose in the project. (In the Colum- 
bia River Basin, the Federal Power Commission has been specifically 
designated by the Congress to make the allocations on the Bonneville 
Dam, McNary Dam and lower Snake River projects. The Commis- 
sion also was designated to make the allocation of the Fort Peck 
project. ) 

(ce) Establish policies and criteria for making the cost allocations 
and requiring the constructing agency, the power marketing agency, 


1 
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and the Federal Power Commission jointly submit appropriate reports 
on allocations of costs to the Congress, or its designated committees, 
to — an allocation. 

. Under either alternative, the Congress should require that the 
oun allocations or the report on proposed cost allocation, be made 
and submitted about the time the project is substantially completed 
and placed in operation. 

Policies and criteria used for cost allocations and related matters 
have not been uniform between the agencies having water resource 
development responsibilities. Notwithstanding the efforts in recent 
years of the Inter-Agency Committee on Water Resources (and its 
predecessor, Federal Inter- Agency River Basin Committee), the Presi- 
dential Advisory Committee on Water Resources Policy and the Bu- 
reau of the Budget to formulate mutually acceptable principles and 
procedures. 

6. The Congress should provide the basic framework of policies 
and criteria. “Among the factors in which the congressional intent 
may be expressed are: 

(a) Benefits and costs to be considered in the benefit-cost analysis 
for the evaluation of projects and in the allocation formula. Under 
this factor the Congress may want to consider the degree to which 
secondary benefits and indirect costs are to be included in determining 
the total benefits and total costs. 

(5) Costs to be included for purposes of allocation and to be repaid 
by beneficiaries (that is, whether interest on the Federal investment, 
costs of other Federal agencies applicable to the project, and similar 
costs not paid directly by the constructing agency are to be classified 
and recorded as costs of the projects). 

(c) Number of years to be used as the basis for realization of 
project benefits and repayment of reimbursable project costs. 

(d) Rate of interest and method of computation. 

(e) Costs applicable to other purposes to be repaid by power 
revenues. 

(f) The purposes to which costs are to be allocated and the criteria 
for allocation. 

7. Some flexibility is needed in applying fixed policies and criteria 
to the peculiar conditions that may surround particular projects. 
However, we believe that this flexibility can be provided through 
permitting deviations by the proposing agency from the congressional 
established policies and criteria, but with full explanation on these 
deviations and the specific reasons in the project plan and other 
reports submitted to the Congress for authorization or initial appro- 
priation of funds for construction of the project. 


FEDERAL POWER COMMISSION 


The Federal Power Commission advised that— 

1. Uniform standards and criteria should be followed when con- 
sidering all aspects of a project from the preauthorization stage 
through payout. 

2. It agrees generally with the 1950 report of the Subcommittee on 
Costs and Benefits of the Federal Inter- Agency River Basin 
Committee. 
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3. In project justification, reliance should be placed mainly on tangi- 
ble primary benefits. However, care should be taken not to overlook 
or minimize intangible effects such as possible loss of a scenic or 
historical site, or conservation of fuel resources. 

4. Power benefits are estimated, under normal conditions, as the 
cost of equivalent power from an alternative source most likely to 
develop in the absence of the proposed project. 

5. The economic analysis of a proposed Federal project should 
be made on the basis of including as a part of the cost, the taxes that 
would be foregone as a result of construction of the Federal project 
instead of the most likely alternative source of power; generally a 
privately financed steam-electric plant. 

6. Congress should assign to some agency of Government the allo- 
cation responsibility with respect to Corps of Engineers projects 
for which the Department of the Interior has marketing responsi- 
bility. Authority to determine the portion of the investment in such 
multiple-purpose projects allocable to electric power should rest with 
the agency responsible for approval of electric-power rates. 

7. Congress should either give the Federal Power Commission 
authority to regulate rates for the sale of power from all Federal 
projects, or else it should relieve the Commission of all responsibility 
with respect to such rates. (In the latter event, Congress could keep 
informed. by directing the Commission to investigate the work of the 
agencies concerned and to report thereon directly to Congress.) 

8. The level of rates for power produced at Federal projects should 
at least be sufficient to cover amortization of investment allocable to 
power in not more than 50 years, with interest, and sums for replace- 
ment, operation, and maintenance, and for the payment of State and 
local taxes or equivalent payment in lieu of such taxes when required 
by law. 

9. Non-Federal interests should be offered the opportunity of de- 
veloping the power phases of Federal projects, with the management 
of the dams to remain in the Federal Government. 

10. The requirement of section 5 of the 1944 Flood Control Act 
that the disposition of power shall be “in such manner as to encourage 
the most widespread use thereof at the lowest possible rates to con- 
sumers, consistent with sound business principles” include use by 
preference customers, but is not confined to that use. 

11. The Federal Power Act should be amended to provide authority 
for payments by Federal hydroelectric developments for headwater 
benefits from non-Federal resource developments. 


BUREAU OF THE BUDGET 


The Bureau of the Budget advised as follows: 

1. Uniform policies governing evaluation of water resources projects 
should be set forth in basic legislation. A considerable degree of 
administrative flexibility should be left to apply the standards to 
specific problems and conditions. Detailed standards and criteria 
should be developed by the executive branch within the general policies 
established by the Congress, which must evaluate and pass upon every 
major proposed water-resource project. 

2. General principles regarding determination of benefits should be 
established by legislation. All benefits to whomsoever they may 
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accrue should be taken into account. Primary benefits should gen- 
erally be restricted to measurable and identifiable items directly re- 
sulting from a project. Secondary benefits are usually not susceptible 
of exact measurement but should be presented as precisely as possible. 
Intangible benefits should be cone as part of the justification. 
All costs and detriments resulting from construction of a project 
should be taken into account. 

3. Identifiable benefits should exceed the costs of a project as a 

neral principle. However, too much emphasis is now placed on the 

nefit-cost ratio as a basis of justification to the exclusion of equally 
important social values. Policies and procedures should insure that 
all factors are fully disclosed for project evaluation and exercise of 
congressional judgment. 

4. The benefit-cost ratio, which presents only one set of facts re- 
garding a project, should be calculated on primary benefits and direct 
costs for an evaluation period of not more than 50 years. Secondary 
benefits and intangible values should be separately but fully appraised 
in the project report. 

5. Judgment of the Congress regarding overall needs for water- 
resources development, national and regional economic effects of the 

roject, and the relative urgency of other Federal program objectives, 
etermines whether a project should be authorized. 

6. Complete reports to Congress should be made before projects are 
authorized. The reports should show whether the benefits from each 
added purpose or segment equal the added costs, and whether the pro- 

osed project is more economical than other means, public or private, 

or accomplishing the purposes. Costs of a Federal project should 
include full normal taxes that it would bear if privately constructed. 
Federal projects and private project alternates should be compared on 
the basis of the same interest rate, namely the average rate of long- 
term Treasury obligations. 

7. Costs should be allocated by all agencies on uniform standards, 
with some flexibility for peculiar circumstances. As a general prin- 
ciple, each purpose should bear its own share of the costs and it should 
share equitably in the savings from multiple-purpose development. 

8. Each major water-resources project should be separately author- 
ized by Congress. Smaller projects should be administratively 
authorized. 

9. The statutory basis for Federal responsibility should be reex- 
amined. There should be a clearer statutory basis for promoting full 
cooperation of State, local, and private interests. There should be 
a uniform policy for Federal responsibility, recognizing that in some 
instances State or local groups can best meet the needs. Where na- 
tional interest is paramount the responsibility should rest with the 
Federal Government, with appropriate sharing by identifiable bene- 
ficiaries. Where benefits are primarily local and beneficiaries are 
readily identifiable, non-Federal interests should bear substantial 
portions of the construction costs. Users of power and municipal 
water should pay the full costs allocated to these purposes. Uniform 
standards should be developed within each of the several fields of 
water-resources activities, such as flood control and land reclamation. 
For recreation, and fish and wildlife, there should be a uniform basis 
for recognition of the national interest, and for provision for local 
contribution where facilities are of less than national interest. 
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10. Procedural requirements for project reports should have as 
their chief objective the disclosure of all pertinent facts and circum- 
stances that are necessary for determining whether a particular devel- 
opment is in the best interest of the Nation. 


DEPARTMENT OF THE ARMY 


The Secretary of the Army advised that— 

1. The results of his Department’s consideration of policies and 
procedures applicable to conservation, development and use of water 
resources are reflected in the several recent studies of that subject, par- 
ticularly the report of the Presidential Advisory Committee on Water 
Resources Policy. 

2. Regarding cost-benefit evaluation, evaluation of water-resources 
projects is subject to the same economic concepts and principles which 
are fundamental to all economic activity. Phases of project evalua- 
tion such as reimbursement and cost-sharing arrangements may be 
patterned to serve various objectives of public policy. Federal evalu- 
ations should be made from the viewpoint of the Nation as a whole. 

3. The economic formulation of each project, by itself and in com- 
bination with other projects, should seek to accomplish maximum 
net benefits from the investment of goods and services in the project, 
and should utilize the least costly available means in achieving the 
project purposes. 

4, The benefit-cost ratio is an important criterion, but it is not the 
sole criterion. The project may give rise to important intangible 
values which, although not expressed in monetary terms, are often 
important and must be considered. 

5. Specific benefits and costs are measured by the Corps of Engi- 
neers in conformance with the 1950 report of the Subcommittee on 
Costs and Benefits of the Federal Interagency River Basin Commit- 
tee, subject to certain perfecting amendments that are detailed in an 
attachment to the latter. Initial investment costs less salvage value 
are amortized over a period generally not exceeding 50 years. The 
interest rates used currently for Federal and non-Federal public 
costs is 214 percent. 


DEPARTMENT OF THE INTERIOR 


The Acting Secretary of the Interior advised that the Interior De- 
partment’s views on major policy questions are represented by the 
report of the Presidential Advisory Committee on Water Resources 
Policy. The Interior Department subscribes to that report, and has 
no further suggestions to make at this time. 


DEPARTMENT OF AGRICULTURE 


The Acting Secretary of Agriculture advised that— 

1. The Watershed Protection and Flood Prevention Act, as 
amended, requires the Secretary of Agriculture to make determina- 
tions as to whether benefits exceed costs, prior to assisting local organ- 
izations in installation of actual works of improvement. He states 
further : 

The benefit-cost ratio is a convenient method of summing up tangi- 
ble costs and benefits of a project. Ordinarily, important intangibles. 
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which cannot be given a monetary value, are also given consideration. 

2. Projects are formulated on the basis of incremental benefits and 
costs for each of the separable segments. 

3. Neither the benefits nor the costs of land-treatment measures enter 
into calculation of the benefit-cost ratio, because such measures are 
installed pursuant to legislation other than the Watershed Protection 
and Flood Prevention Act. 

4. To the extent that costs are incurred to bring about increases in 
fish and wildlife resources and recreational facilities, such benefits 
are evaluated in monetary terms. Some such benefits which cannot 
be so evaluated are described qualitatively and are included in the 
project justification. 

5. Computation of benefits and costs is made for either a 50-year 
eriod, or for the useful economic life of the project, whichever is 
ess. Interest rates on Federal costs are calculated at 214 percent. 

For non-Federal public and private funds, the computations use the 
long-term borrowing rate likely to be paid by these groups, but not 
less than the Federal rate. 

Secondary and intangible benefits are used in connection with pro- 
posals for establishing equitable cost-sharing arrangements. Second- 
ary benefits are not included in the benefit-cost ratios. 


Il. Stare AGENCIES AND OFFICIALS 


The Catirornta State DePartTMENT OF WarTER Resources advised— 

1. Favor uniform water-project evaluation, however, Congress has 
not carried out such a course of action. 

2. Examination of reports show need for improvements and uniform 
application of rules and standards. <A proper evaluation of project 
requires balanced consideration of benefits and costs measurable in 
monetary terms and values not measurable in monetary terms. 

3. Public interest in water-resources development extend over wide 
range and include economic opportunities for growing population, 
strengthening resources base, preservation of fish and wildlife. Many 
projects are largely responsible for settlement of large areas and pro- 
tect others. 

4. Merits of competing projects and selection are usually best. ac- 
complished by benefit-cost method, however ratios do not reflect. in- 
tangible benefits and/or intangible detriments and if projects are 
authorized which do not have favorable ratios reasons should be shown. 

5. Financial feasibility is final consideration for selection of project. 
Reimbursable projects should be repaid within reasonable time. 

6. Projects should be evaluated on current basis and again at time 
of appropriation requests. . 

_¢ A manual should be prepared and adopted by Congress to estab- 
lish procedures appropriate to economic evaluation of proposed proj- 
eets. The manual should define “project,” “benefits,” Reeticady bene- 
fits,” “secondary benefits,” “intangible benefits.” and “economic costs.” 

8. In general, favor adoption of separable costs-remaining benefits 
method of cost allocation. 4 

9. Repayment study should be an integral part of a report. Cost 
studies should exclude all nonreimbursable costs but include all reim- 
bursable items. Should exclude appropriated funds expended for ii- 
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vestigational purposes. Costs of reimbursable functions should be 
repaid in 50 years. 

10. After ‘repayment ability, willingness is determined, then sur- 
plus power of municipal water resources could be used to assist in 
repaying irrigation costs. Object to use of “Collbran formula.” 

11. Do not object to recommendations of Presidential Advisory 
Committee that there be formed “Water Resources Committees,” “In- 
teragency Committee on Water Resources,” “Coordinator of Water 
oe and “B oard of Review of Water Resources.” 

Approve section 3 of Senate Resolution 281 which recommends 
sinmpiicetion in technical and administrative routing and review 
procedures. 


The Cotorapo River Boarp or CariForniA advised that— 

1. Agree that standards and overall criteria for evaluating water 
projects should be established. 

2. Object to use of interest component of power revenues tow ard 
repayment of costs of irrigation and the introduction of the so-called 
“Collbran formula” whereoy payment of part of irrigation features 
would be deferred until cost of power features have been repaid and 
then power revenues used to repay irrigation. If irrigation projects 
are needed badly enough to justify a subsidy, then such subsidy should 
be fully disclosed. 

3. Congress has by piecemeal legislation for specific projects caused 
a trend away from established policies and standards. Even though 
Congress has stated that these should not establish a precedent, Federal 
agencies have applied to other projects those principles contained in 
specific projects. 

4, When the two committees of the Senate have drafted standards 
and overall criteria, an opportunity should be provided all local, State, 
and Federal agencies to submit comments thereon. Congress should 
clearly define functions and field activities of Federal agencies dealing 
with land and water resources development so as to prevent over- 
lapping. 

5. Suggest a board of experts on land and water resources develop- 
ment might be of assistance in setting up standards and criteria and 
ne create the independent Board of Review which could assist. 

3. Agree in principle with section 4 of Senate Resolution 281, and 
badidve that to cover all types of water projects and criteria should 
be uniformly applied. 

7. Agree with objective of section 3 of Senate Resolution 281 to the 
extent that planning and review should be simplified but does not 
agree that it can be shortened in all cases without sacrificing effective 
participation by all concerned. 

8. Believe that A-47 was necessary in absence of uniformity of 
standards. 

A-47 generally is sound although needs some clarification or 
minor amendments with Congress lending greater weight through 
force of law. 

- Power of selecting projects should be in hands of Congress. 

The weight of intangible and of secondary and indirect benefits, 
whic h might make one project preferable over another even though 
both were equally sound or unsound from a purely financial stand- 
point, should be in the hands of Congress. Do not believe that this 
should result in elimination of review and comments by proper execu- 
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tive arm of the administration. It is proper for executive branch to 
analyze all benefits; however, the selection of projects should be based 
primarily upon direct benefits. 

12. The report of December 22, 1955, by the Presidential Advisory 
Committee is useful in achieving purposes of Senate Resolution 281. 
Favor independent Board of Review. 

a New Mexico State engineer advised that— 

1. Authorize projects in depressed areas if improvements increase 
standards of living even though analyses indicate mability to fully 
repay construction charges. 

2. When justified by economic and social consideration projects nec- 
essary to preserve water users ability to meet Federal obligations 
should be authorized with costs beyond ability of water users being 
nonreimbursable. 

3. Investigational costs should not be considered in evaluating proj- 
ects and only that portion of the investigational costs which are within 
the ability of water users to pay should be reimbursable. 


The Nortno Daxora Water CoNservaTION Com™MiIssiIon advised 
that— 

1. Rules during past 8 years have become increasingly restrictive 
and difficult to comply with. 

. Budget Circular A-47 and others impose more rigid standards 
for measuring utility and feasibility of projects than appears justifi- 
able, 

3. Cost of projects is increasing to extent that a new and more real- 
istic approach in estimating economic feasibility is needed. Suggest 
also that full disclosure of all facts and factors be presented to Con- 
gress and not decided by administrative edict. 

The Garrison Diversion Conservancy District, North Dakota, stated 
that it favors modification and liberalization of existing criteria as set 
forth in A-47 and President’s Advisory Committee on Water Re- 
sources Policy so that water resources projects showing a benefit-cost 
of less than unity but vitally necessary may have benefit of congres- 
sional consideration and not withheld by executive action. 


The Governor oF OKLAHOMA advised that— 

1. Development of water resources projects requires final considera- 
tion by the Congress. 

2. It is doubtful that few, if any, projects could meet the stringent 
requirements of the . ocedures proposed by the Presidential Advisory 
Committee; and under those procedures, the time required to develop 
projects could well be 50 to 100 years. 

3. Opposes Bureau of the Budget Circular A-47 and the proposed 
revision. 

4. Willing to participate in partnership projects, but this is not pos- 
sible to the extent proposed by the Presidential Advisory Committee 
or Budget Circular A-47. 

5. Endorses the approach of Senate Resolution 281, particularly 
”~ ae 3, 4, 5, and 6. 

Conservation storage should be provided in all reservoirs con- 
Mound by Federal agencies. 

7. A national policy on reservoir planning and construction is 

desirable. 
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The DerarTMENT OF CONSERVATION AND DEVELOPMENT OF THE STATE 
or WasHINGTON advised that— 

1. Every drop of water should be conserved, and complete develop- 
mente of every source of water in United States should be planned. 

. Congress should reaffirm the sovereign right of States to control 

ter r egulation and use of water. 

3. To devise a plan basic data must be available. 

“ The oppor tunity exists to set stage for an organization represent- 
ing all uses of water in all parts of the country. 


The Stare EncrNeer or Wyominc endorsed the resolution of the 
Upper Colorado Commission. 





Urrer Cotorano Commission stated that— 

1. Recognize that Congress has primary responsibility for authori- 
zation of projects. Recognize need for Congress setting standards and 
criteria as guides for exec “utive departments. 

2. Objects to— 

(a) Coordinator of water resources; 

(6) Independent board of review; 

(c) Regional or river basin water resources committee; and 

(d) Federal Interagency Committee chairmaned by the coor- 

dinator of water resources 

3. Secretarial or other administrative authorization of projects 
should not be permitted except by various small projects acts or in 
case of national emergency. 

4, Conditions in Western States has changed and there is probably 
no remaining project fully reimbursable in ‘40 years. Many projects 
remain which would be economical. 

One way in which projects may be economically sound is by par- 
tic cout in basin power revenue accounts. Logical to keep power 

rates at about those prevailing in basin with surplus revenues used to 
a agricultural economy. 

. Continue interest-free policy on irrigation development. 

7. Projects should be considered on basinwide basis. Multipurpose 
projects should be planned and developed on basis of maximum future 
requirements. Include water supplies for future use even though 
firm commitments has not been finally made. 

The ratio of total benefits to total costs should be greater than 
unity. There may be instances where individual projects or separable 
units do not have a favorable benefit-cost ratio. Congress may want 
to take other factors into account and authorize projects on the basis 
of other than monetary consideration. 

9. In the operation of a basin, account projects supported by power 
revenues should pay its own operation and maintenance and at least 
something toward construction costs. 

10. Insofar as practicable contracts for repayment of project costs 
should be made repayable over a period of 50 years with an additional 
development period of 10 years if required. Power and M. and I. 
water projects should repay costs with interest. 

Recreational benefits should be nonreimbursable. Many times 
recreational benefits have been undervalued. Congress may wish to 
reexamine these benefits. 

12. State water laws and interstate compacts should be observed. 

86000—57——2 
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13. Program of collection, collation, and interpretation of basic 
data should be accelerated. Review and publication should be made 
by a single agency. Cost should be financed by direct appropriations 
by Congress. 

14. Circular A+47 directs that analyses of multipurpose projects be 
by the separable costs-remaining benefits method, considering only 
direct benefits. Although uniformity i is desirable, since the method of 
payment varies by agencies, it is important that cost analyses be made 
by alternative methods and considering both direct and indirect bene- 
fits where appropriate. The question of whether incremental units of 
a project are justified should be determined by Congress. 

15. Federal loans or financial guaranties should be made to cover 
costs of developing power or municipal water for anticipated needs 
with contracts being made for reimbursement when use occurs. 

16. Concerned about fluctuating level of general investigations sug- 
gest permanent subcommittee of Congress to hold hearings and to 
formulate following years investigational program. 


III. Ormer AGENCtrEs, ASSOCIATIONS, AND INDIVIDUALS 


ASSOCIATION OF WESTERN STATE ENcINerrs stated that— 

1. Congress should continue to exercise all its constitutional powers 
to encourage land and water resources development. 

2. Developments should be comprehensive and should secure maxi- 
mum utilization. 

3. Number of Federal agencies planning and reviewing projects 
should not be unnecessarily increased and administrative review pro- 
cedures should be simplified and shortened. 

4, Reports to Congress should include evaluations made in accord- 
ance with criteria established by Congress and should contain the de- 
~— and results of all studies made. 

Executive agencies should not depart from criteria without ap- 
grovel of Congress. 

6. Water policy committee of association is authorized and directed 
to formulate and submit specific recommendations on standards and 
criteria to be adopted by Congress. 


KaAsKASKIA VaLitEy AssocrATION or ILLINo!Is stated that— 
All benefits should be evaluated. 
2. Commitment for reimbursement for local benefits should not be 
prerequisite to planning or construction of projects. 
Determination of benefits should be on a more realistic basis and 
should include recreational, industrial, and municipal and domestic 
water supply. 


Los ANGELES CHAMBER OF CoMMERCE stated that— 

1. Favor establishment by Congress of standards which should be 
specific and require that distinction be made between national benefits 
and those which are local or benefit individuals. 

2. Recognize inherent equities in partnership approach. 

That standards and criteria be submitted for review by concerned 
lo m State, and Federal agencies, 

t, Require that report to C ongress follow criteria and criteria ap- 
_ uniformly on all projects “with detailed analyses included, 

That independent board of review be formed for impartial re- 
view of all agencies reports. 
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McCau, Parxnurst & Crowe, attorneys, object to report of the 
> \ . 
Presidential Advisory Committee of Water Resources Policy. 





Narionat RecLaMATION AssocraTIon advised that— 

1. Congress must have primary responsibility in the authorization 
of projects and opposes assumption of veto power by executive offices 
or department over projects. 

2. Congress must set policy and standards and executive branch can 
only recommend. 

8. Congress should set standards and criteria and evaluation of 
projects should be based on uniform standards and criteria. 

4. Economic justification of a project should be generally expressed 
in terms of benefit-cost ratio and should include direct, indirect, and 
public benefits. Ratio should not be only criteria for justification. 

The evaluation period for estimating benefits and costs should be 
the economic life of project or 100 years whichever is less. 

6. Cost allocations on multipurpose projects should reflect equitable 
distribution and single purpose projects all costs obviously should be 
chi ar ged to that purpose. 

Repayment on other than irrigation should be within 50 years. 
irviguiien repayment period should be fixed by Congress but in no 
event longer than the useful life of the project. Power and municipal 
and industrial water costs should be repaid with interest and costs of 
irrigation should continue to be repaid without interest. 


The Northwest Public Power Association expressed opposition to 
present criteria for cost allocations, and specifically to their applica- 
tion to McNary Dam and powerplant. 





Water Resources Assocratep stated that— 

1. Geological Survey should through direct appropriation publish 
basic data collected by itself and other agencies. 

Federal Government should recognize paramount rights of 
States to water. 

3. Waterways should be toll free. 

4. When a State, political subdivision, or any public agency acquires 
right to use water from a Federal reservoir it should be permanent. 

5. Reject taxes-foregone theory. 

6. Fair market value rather than loss-of-income system should be 
ne for establishing land values. 

Federal Gover nment should not withhold aid to a local agency in 
Fibs been of a project for power, municipal, and industrial water 
supply merely on the assumption that if it is economically sound it 
can readily be financed by sale of securities. 

8. Local beneficiaries of local flood protection works should only be 
required to furnish right-of-way, relocate roads, bridges, etc., ‘and 
assume legal liability for cons struction and operation and maintenance. 

9. Multiple-purpose reservoir should be planned and developed 
for future maximum requirements. 

10. Economic feasibility should include value of falling water. 

11. Benefits from flood storage including land enhancement values 
should be nonreimbursable. Reservoirs larger than those authorized 
under Public Law 1018 shall not be constructed as local protection 
works. 
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12. Repayment contracts should generally be for 50 years, plus a 
10-year development period. However, repayment period should 
always be finally determined by the Congress. 

13. Recreational benefits should be used in determining feasibility. 

14. Interest rate should be computed on the basis of average in- 
terest rates payable by the Treasury on obligations not callable for 
15 years. 

15. Reports should include all costs which permit realization of 
benefits. 

16. Benefit-cost ratios should be computed on basinwide basis in- 
cluding authorized and existing units. 

17. Approve of section 111 of H. R. 12080. 

18. Suggest use of sections 205 and 206 of H. R. 12080, with some 
modifications, in setting up standards. 

19. All agencies should use similar standards in setting up costs 
and benefits. 

20. Congress should make it clear that it retains primary responsi- 
bility for authorizing projects and the Bureau of the Budget should 
not delay submitting reports to Congress. 

21. Oppose creation of Coordinator of Water Resources. 

22. Oppose creation of an Independent Board of Review. 

The Arkansas Basin Development Association Inc., the Connecticut 
River Valley Flood Control Association, H. C. Gee, consulting engi- 
neer, submitted comments similar to those made by Water Resources 
Associated. 





(The full text of the comments are as follows :) 


Comprro_ier GENERAL OF THE UNITED STATEs, 
Washington, December 14, 1956. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate. 

Dear Senator Murray: Reference is made to your letter dated 
December 10, 1956, in which you have requested further suggestions 
relating to policies and criteria in allocation of costs of multiple-pur- 
pose water resource projects. 

Audits by the General Accounting Office for fiscal year 1955 and 
previous years of the Department of the Interior and Corps of Engi- 
neers (Civil Functions) have resulted in reports to the Congress on 
the important Federal water resource development programs that in- 
clude power generating and marketing operations. These audits have 
disclosed that even though projects have been in operation for a num- 
ber of years, firm cost allocations have been made for very few multi- 
ple-purpose projects. Moreover, although the Federal Power Commis- 
sion has been authorized to approve rate schedules for sale of surplus 
power by Interior from most propects authorized for construction and 
operation by the Corps of Engineers, the Commission has been given 
specific authorization by the Congress to make the allocation of con- 
struction costs in very few projects. For those projects on which the 
Federal Power Commission has not been given specific authorization 
to make the allocations of costs, a jurisdictional difference has existed 
between the Corps of Engineers, the constructing agency, and the 
Department of the Interior, the power marketing agency, as to who 
has the responsibility to make these allocations. This difference has 
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extended also to the Missouri River main stem projects constructed or 
under construction by the Corps of Engineers, except the Fort Peck 
project. 

The Corps of Engineers has consistently reported to us that a 
substantial and increasing degree of agreement on cost allocation 
methods and procedures has been achieved through the combined 
efforts of the three Federal agencies primarily concerned with the 
problem and that accordingly the matter of agency responsibility for 
allocations has become of less importance. The Department of the 
Interior has reported similar views and has also stated that providin 
by law for the ultimate responsibility for making the allocations o 
costs by a single agency will likely raise new problems. The Depart- 
ment has contended that there must remain some area of flexibility 
related to the peculiar conditions surrounding each project and the 
market for the power. The Department has also stated that if this is 
not provided, or if the cost allocations were to be made generally from 
only the viewpoint of the construction agency, the differences between 
the allocations of costs to power and the maximum revenues obtainable 
in the marketing of the power could result in financial deficits or 
in rates which could price the power out of the market, particularly 
for the preference consumers. 

We believe that reaching firm cost allocations for projects placed 
in operation is one of the important factors needed to provide a fair 
presentation of the financial results from operations of Federal water 
resource projects. Some of the projects have been in operation for 
more than 10 years, and the continued use of nonfirm and unagreed 
upon construction cost allocations for projects in operation makes 
financial data on such projects progressively less reliable. The failure 
to reach firm cost allocations acceptable to both the Corps of Engi- 
neers and the Department of the Interior supports our view that the 
matter requires resolution by the Congress. 

Interagency agreements are helpful and can minimize areas of 
difference for projects where policies and practices have not been 
firmly established by past actions. However, the Wolf Creek, Center 
Hill, and Dale Hollow projects in the Cumberland River Basin 
illustrate the difficulties of resolving differences when two agencies 
remain firmly divided as to fundamental principles. The rate estab- 
lished by the Department of the Interior for power sales from these 
projects was designed to repay the costs allocated to power deter- 
mined through use of the incremental method of cost allocation and a 
2-percent interest rate. The Department of the Interior procedures 
result in a determination of a total Federal investment in the projects 
at June 30, 1956, of $155,691,000, including interest on construction, 
and an allocation to power of construction costs of $102,446,800. The 
corps, however, uses the separable costs-remaining benefits method of 
cost allocation and a 2.5-percent interest rate for the three Cumberland 
projects which results in a determination of a total Federal investment 
of $157,779,161, including interest on construction, and an allocation 
of construction costs to power of $114,083,000. Until full agreement 
between the agencies is reached on cost allocations, and the rate sched- 
ules related to such fully agreed upon cost allocations, the firm amount 
of the Federal power investment in the Cumberland projects to be 
ae power and the current status of the repayment will remain 
in doubt. 
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To resolve the matter of reaching firm cost allocations, we believe 
that the Congress could take one of the following alternative courses 
of hace 

Establish policies and criteria for making the cost allocations, 
“a designating specifically the agency to make the allocation where 
one agency constructs the project t and another agency markets a 
product of the project. In this case the Congress may want a firm- 
cost allocation report submitted to it for review, and such report also 
to include the views of the interested agency not having the ama 
bility for the cost allocation. The Congress may want to define the 
role of the Federal Power Commission in these allocations. 

2. Establish policies and criteria for making the cost allocations and 
designating the Federal Power Commission to make the firm-cost 
allocation, wherever power is a purpose in the project. In the Colum- 
bia River Basin, the Federal Power Commission has been specifically 
designated by the Congress to make the allocations on the Bonneville 
Dam, McNary Dam, and lower Snake River projects. The Commis- 
sion also was designated to make the allocation of the Fort Peck 
project. 

8. Establish policies and criteria for making the cost allocations 
and requiring the constructing agency, the power marketing agency, 
and the Federal Power Commission jointly to submit appropriate re- 
ports on allocations of costs to the Congress, or its designated com- 
mittees, to approve an allocation. 

Under either alternative, we believe that the Congress should 
require that the cost allocations or the report on proposed cost alloca- 
tion, be made and submitted about the time the project is substantially 
completed and placed in operation. 

Policies and criteria used for cost allocations and related matters 
have not been uniform between the agencies having water resource 
development responsibilities. Notwithstanding the efforts in recent 
years of the Inter-Agency Committee on W ater Resources (and its 

redecessor, Federal Inter-Agency River Basin Committee), the 
Presidential Advisory Committee on Water Resources Policy, and 
the Bureau of the Budget to formulate mutually acceptable principles 
and procedures, we believe that the Congress should provide the basic 
framework of policies and criteria. Among the factors in which the 
congressional intent may be expressed are: 

1. Benefits and costs to be considered in the benefit-cost analysis for 
the evaluation of projects and in the allocation formula. Under this 
factor the Congress may want to consider the degree to which second- 
ary benefits and indirect costs are to be included in determining the 
total benefits and total costs. 

2. Costs to be included for purposes of allocation and to be repaid 
by beneficiaries; that is, whether interest on the Federal investment, 
roel of other Federal agencies applicable to the project, and similar 
costs not paid directly by the constructing agency are to be classified 
and recorded as costs of the projects. 

3. Number of years to be used as the basis for realization of project 
benefits and repayment of reimbursable project costs. 

4, Rate of interest and method of computation. 

5. Costs applicable to other purposes to be repaid by power revenues. 

6. The purposes to which costs are to be allocated and the criteria 
for allocation. 
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We agree that some flexibility is needed in applying fixed policies and 
criteria to the peculiar conditions that may surround particular proj- 
ects. However, we believe that this flexibility can be provided through 
permitting deviations by the proposing agency from the congressional 
established policies and criteria, but with full explanation on these 
deviations and the spec ific reasons in the project plan and other reports 
submitted to the Congress for authorization or initial appropriation 
of funds for construction of the project. 

We are happy to be afforded the opportunity to present the addi- 
tional suggestions in this matter to your committee. However, we 
believe that resolving the matter of cost allocations is but one part of 
the problem in establishing adequate financial administration of the 
Federal power operations. We shall be happy to discuss these matters 
further with you or your committee staff should you so desire. 

Sincerely yours, 
JosEPH CAMPBELL, 
Controller General of the United States. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
Bureau OF THE Buncer, 
Washing fon 25, D. Rees Nove mb lr we 4, fi 1956. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington 25, D. C. 

My Dear Mr. Cuarrman: T his is in reply to your letters of July 31, 
and August 17, 1956, requesting the comments and suggestions of the 
Bureau of the Budget regarding standards and criteria which should 
be used in the evaluation of proposed Federal land and water resources 
projects. The information is requested in connection with the joint 
study of these matters being undertaken by the Senate Committee on 
Interior and Insular Affairs and the Committee on Public Works, pur- 
suant to section 6 of Senate Resolution 281, adopted on July 26, 1956. 

The need for more uniform criteria and standards governing the 
formulation, evaluation, and undertaking of Federal land and water 
resources projects has been a matter of concern and study by the Bureau 
of the Budget for a number of years. Accordingly, we are pleased to 
have the opportunity to cooperate with the Senate committees in this 
important task. 

The Bureau is in full agreement with the objective of the study, 
namely, that of providing a sound basis for the evaluation of water 
resources projects. These projects play an important part in the 
economic and social well-being of the Nation and their selection re- 
quires careful consideration. However, such projects are of many 
different kinds and serve a variety of purposes. Large, multiple- 
purpose projects involve complicated problems of determining the 
benefits, assessing the costs and detriments of the project, and “allo- 
cating the costs equit: ably among the project purposes. In the evalua- 
tion of these diverse under takings, many factors must be weighed and 
careful judgment exercised if the projects selected for authorization 
and construction are to best serve the public interest. 

In these circumstances, the Bureau of the Budget believes that 
uniform policies governing the evaluation of water resources projects 
should be set forth in basic legislation. However, because of the 
complex factors affecting the determination of desirable projects, we 
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would like to suggest that it would be wise to leave a considerable 
degree of administrative flexibility in order to apply these policy 
standards to the specific problems and conditions of each water- 
resource project. A detailed statutory listing of every conceivable 
situation to be found in the water-resources field could disrupt sound 
administration of water-resources programs. It is our view that these 
more detailed standards and criteria should be developed by the 
executive branch within the framework of the general policies estab- 
lished by the Congress. Of course, Congress, in the last analysis, must 
evaluate and pass upon every major proposed water-resource project. 
Executive branch evaluations and criteria are designed to provide 
Congress with basic facts and information on which ‘its decisions can 
be made. 

The Presidential Advisory Committee on Water Resources Policy 
had these problems i in mind when it recommended the establishment of 
an Office of Coordinator of Water Resources within the Executive 
Office of the President, and proposed that the Coordinator take the 
lead in developing principles, standards, and procedures to be used by 
the Federal agencies in the planning of water resources projects. The 
report of the Advisory Committee was transmitted to the Congress 
by the President on January 17, 1956, and it is expected that specific 
legislative proposals to implement the organizational recommenda- 
tions of the Advisory Committee will be transmitted to the Congress 

early in its next session. It is our hope that the current study by the 
Senate committees will provide the necessary basis for considering the 
administration’s legislative recommendations as well as for congres- 
sional action establishing general evaluation policies. 

With respect to the principles and standards which should be ap- 
plied in the evaluation, authorization, and subsequent undertaking of 
projects, there are a number of interrelated problems. These are 

rimarily concerned with the kinds of benefits and costs which should 
»e considered in project evaluation and the methods of measuring 
them; the method of allocating costs among the purposes served by 
a project; and the manner in which the costs should be shared among 
the various classes of beneficiaries. These several facets of the prob- 
Jem of project justification mutually affect each other. In the follow- 
ing paragraphs, there are presented a number of suggestions regard- 
ing principles and standards applicable to these aspects of project 
justification which we hope will be of help to the Senate committees. 

Measurement of benefits—The Bureau believes that general princi- 
ples regarding the determination and measurement of project benefits 
should be established by legislation. We believe that detailed stand- 
ards for their measurement, carrying out the general policy declara- 
tions, must, in the final analysis, be administratively determined. As 
a basic principle, all benefits resulting from the construction of a 
project, to whomsoever they may accrue, should be taken into account. 

Towever, benefits are of several kinds. Primary or direct benefits 
are those directly resulting from a project, such as reduction in flood 
damages to a physical structure, or increased production of crops on 
reclaimed land. Primary benefits should generally be restricted to 
measurable or identifiable items. Secondary or indirect benefits are 
those indirectly resulting from the project, such as maintaining pro- 
duction in plants using materials from potentially flood- damaged 
plants, or increased income in industries processing crops from re- 
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claimed land. Secondary benefits usually are not susceptible of exact 
measurement, but should be presented as precisely as possible, as addi- 
tional justifies ition for the project. Intangible benefits, such as pre- 
vention of loss of life, should, of course, also be presented as part of 
the project justification. 

Measurement of costs—AlIl costs and detriments which would re- 
sult from the construction of a project should be taken into account in 
the evaluation. The pr ojec t costs should include all monetary outlays 
made or goods and services contributed or provided by various inter- 
ests in connection with the project, such as initial investment. costs, 
replacements, additions, or modifications, and operation and mainte- 
nance costs. They should also include any costs of the project in- 
curred to prevent or mitigate damages to existing fish and wildlife, 
recreational or other resources. Any associated costs, over and above 
project costs, necessary to make the benefits of the project available 
for use or sale, and any induced costs, such as une ompensated adverse 
effects of the project, should also be recognized in the project evalua- 
tion. 

Comparison of benefits and costs—It is our view that project re- 
ports in support of authorization of water resources projects should 
be required to show a comparison of benefits and costs, and that, as a 
general principle, the identifiable benefits, estimated on a sound basis, 
should exceed the costs of the project. This general principle should 
apply to all types of water resources projects. However, current 
evaluation concepts place too much emphasis upon the benefit-cost 
ratio as a basis for project justification, to the exclusion of other 
equally important considerations involving broad social values. Con- 
sequently, we believe that evaluation policies and procedures should be 
devised to insure that all factors relating to the evaluation of a project 
are fully disclosed, thereby providing a sound basis for congressional 
exercise of the judgment which is necessary in the selection of these 
public undertakings. 

In keeping with this general principle, we believe that the benefit- 
cost ratio, which presents only one set of facts regarding a project, 
should be calculated on the basis of primary benefits and direct project 
costs, and that the evaluation period should be limited to not more than 
50 years. In addition, secondary benefits and intangible values should 
be separately but fully appraised and discussed in the project report. 
It should be recognized that in some circumstances these other benefits 
and intangible v: alues would warrant favorable consideration of the 
project, even though the benefit-cost ratio, based on primary benefits 
and costs, is less than unity. Information on secondary benefits and 
any related costs may also be of assistance in determining an appro- 
priate basis for local or regional cost sharing on the project. 

We would also like to emphasize that application of standards for 
project justification will generally reveal only a part of the picture 
regarding a proposed dev elopment. The determination of whether 
a project should be authorized by the Congress will require careful 
judgment in the light of overall needs for water resources develop- 
ment, the national and regional economic effects of the project, and 
the relative ur gency of other program objectives of the Federal 
Government. 

Scope of development.—No project should be authorized until a 
complete report on the project has been presented to the Congress. 
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The project report should present all the pertinent facts and informa- 
tion regarding the project, and should make comparisons with appro- 
priate alternative means of ac complishing the purposes of the project. 
The report should clearly indicate whether the benefits added by each 
purpose or separate segment of the project will at least equal the 
added costs of its inclusion, and whether each segment of the project, 
as well as the entire project, is more economical than any alternative 
means, either public or private, for accomplishing the same purpose 
that could be expected to develop in the absence of the project. 

In making comparisons with alternative developments, taxes and 
interest costs should be treated on a comparable basis. For this 
purpose costs of a Federal project should be regarded as including 
the full normal taxes, including Federal, State, or local, which the 
project would bear if constr ucted by private taxpaying participants. 
Interest costs of both the Federal project and the most likely alter- 
native development should be computed on the basis of the average 
rate of interest payable by the Treasury on its long-term marketable 
obligations. 

Allocation of costs—The method used in allocating the costs of a 
project among its several purposes has an important “bearing on the 
evaluation of the project and also on the sharing of the costs among 
the various beneficiaries. While the Bureau believes that uniform 
standards should be used by all agencies in allocating the costs of a 
multiple-purpose project, we recognize that at times the absence of 
necessary data or peculiar circumstances require some flexibility in 
determining the cost allocation. As a general principle, the costs 
of multiple- purpose projects should be allocated among the project 
purposes in such a manner that each purpose bears its own share 
of the costs and shares equitably in the savings resulting from being 
part of a multiple-purpose project. 

Authorization.—Because the selection of projects to best conserve 
and develop our valuable water resources requires the exercise of 
careful judgment, and because this judgment must reflect the inter- 
ests of the Nation as a whole, we believe that each major water 
resources project should be separately authorized by the Congress. 
Large replacement projects, particularly those involving a change 
in scope or function, should also be separately authorized by the Con- 
gress. Smaller projects should be administratively authorized as now 
provided in basic legislation for the Army Corps of Engineers, the 
Interior Bureau of Rec lamation, and the Department of Agriculture 
watershed protection program. 

Cost sharing.—The determination of reasonable cost-sharing stand- 
ards presents a complicated and controversial problem. Present 
Federal water-resources programs vary widely in their requirements 
for cost sharing. However, large investments in water resources 
developments will be necessary over a number of years to keep abreast 
of the rapid economic growth of the Nation. It should be recognized 
that to meet these needs will require the combined efforts of State 
and local groups, private interests, and the Federal Government. In 
view of the continuing heavy burden on the Federal Government for 
our national security ‘and the competing needs of other national pro- 
gram objectives, we believe that there should be a reexamination of 
the statutory basis for Federal responsibility in water resources devel- 
opments. It seems to us that the importance to the Nation of water 
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resources developments makes it imperative to have a clearer and 
more consistent statutory basis for promoting the full cooperation 
of State, local, and private interests, as well as the Federal Govern- 
ment, in the development of these resources. Such new legislation 
should seek to remove inconsistencies in present law which result in 
conflicts and inequities. It should provide a uniform policy for deter- 
mining the Federal responsibility whichever program or Federal 
agency is involved. It should recognize that in some water-resources 
projects State or local groups can best meet the needs, but that in 
other projects the national interest is paramount and the responsi- 
bility should rest with the Federal Government, with appropriate 
sharing of the cost by identifiable beneficiaries. 

In line with this general principle and with the recommendations 
of the Advisory Committee on Water Resources Policy, we think that 
the Federal Government should assume the cost of that part of 
projects where benefits are national and widespread, and beneficiaries 
are not readily identifiable. But where benefits are primarily local, 
and the beneficiaries are readily identifiable, non-Federal interests 
should bear substantial portions of the construction costs of the project 
as well as the replacement, maintenance, and operation costs. In the 
case of vendable services, such as power and municipal water supply, 
the users of the service should pay the full costs allocated to this 
purpose. We also believe that non-Federal construction of water 
resources projects should be encouraged by providing for Federal 
contributions for those costs of projects which would have been non- 
reimbursable had the projects been federally constructed. 

While we recognize that it is probably not possible to develop com- 
pletely uniform cost-sharing standards applicable to all of the various 
purposes of water resources development, we believe that such stand- 
ards can be developed within each of the several fields of water 
resources activities. For example, uniform requirements could be 
established for local cost sharing on all flood control undertakings 
under all programs, on a realistic basis commensurate with the local 
benefits received. Uniform repayment requirements for all land recla- 
mation undertakings, both for drainage and irrigation, could be 
devised. For recreation and fish and wildlife, provision could be 
made for appropriate recognition on a uniform basis of the national 
interest in such undertakings as well as provision for local contribu- 
tions toward such facilities where these are of less than national 
interest, in line with the benefits received. 

The above comments and suggestions present generally our views on 
the major aspects of overall evaluation and authorization of water- 
resources projects. We should like to emphasize, however, the view 
of the Bureau of the Budget that the standards for evaluation of proj- 
ects and the procedural requirements for projects reports should have 
as their chief objective the disclosure of all the pertinent facts and 
circumstances which are necessary in deciding whether a particular 
development is in the best interest of the Nation. The President, in 
determining his recommendations to the Congress, should have all the 
facts before him. And the Congress, which has the responsibility for 
making the final decision as to whether or not a project should be au- 
thorized, should have all the information necessary to reach a sound 
conclusion. 
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If we can be of any further service in connection with the study being 
undertaken by the Senate committees, please do not hesitate to call 
upon us. 

Sincerely yours, 
Rosert E. Merriam, 
Assistant Director. 





FrepERAL Power ComMiss1on CoMMENTS ON SENATE RESOLUTION 281. 
A Resoiution RELATIVE TO THE CONSERVATION AND DEVELOPMENT OF 
LAND AND WATER RESOURCES 


The principal objectives of Senate Resolution 281 are stated in sec- 
tion 6 which directs the Senate Committee on Interior and Insular 
Affairs and the Senate Committee on Public Works, jointly, “to study 
in consultation with other appropriate committees and executive agen- 
cies, and to design and formalize a comprehensive and particularized 
set of standards and overall criteria for the evaluation of all proposed 
projects for the conservation and development of land and water 
resources,” with particular attention to the factors set out in section 4 
of the resolution, viz, “all potential utilizations, costs, allocations, 
payout, and benefits, both direct and indirect.” Pursuant to this sec- 
tion of the resolution the chairman of the Senate Committee on In- 
terior and Insular Affairs requested the comments of the Federal 
Power Commission in this matter by letters dated August 14 and 17, 
1956. 

The role of the Federal Power Commission with respect to water- 
resources development is defined and limited by congressional enact- 
ments. The licensing function, which is the Commission’s oldest 
activity, dates back to the Federal Water Power Act of 1920, now 
part I of the Federal Power Act. Pursuant to that authority, the 
Commission issues licenses to non-Federal interests, including citizens, 
corporations, States, and municipalities, authorizing the construction, 
operation, and maintenance of water-power projects on Government 
lands and on streams over which the Congress as jurisdiction. It may 
also issue licenses to such non-Federal interests for the purpose of 
utilizing the surplus water or water power from a Government dam. 
Licenses issued under the Federal Power Act are for fixed periods 
not exceeding 50 years and contain terms which protect both the 
public interest and the licensees. 

Important provisions of the Federal Power Act, which ae 
overall national interests and insure initial consideration of Federal 
development, are (1) the requirement in section 10 (a) that each proj- 
ect to be licensed shall, in the judgment of the Commission, be best 
adapted to a comprehensive plan for the development and utilization 
of the water resources of the river basin for public purposes, and (2) 
the provision in section 7 (b), that if, “in the judgment of the Com- 
mission, the development of any w ater resources for public purposes 
should be undertaken by the United States itself,” the Commission may 
not approve any application for “any project affecting such develop- 
ment,” but must prepare certain data and submit its findings to Con- 
gress with recommendations for Federal development. 

Closely allied with the licensing activities are the Commission’s 
studies and investigations of river basins and its power market sut- 
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veys. Under the poe of the Federal Power Act the Commis- 
sion is given broad authority to make investigations and collect data 
concerning utilization of the Nation’s water-power resources, and is 
authorized to cooperate with the executive departments and other 
agencies of the Federal Government and with State governments 1n 
such investigations. The Commission’s investigatory authority was 
broadened by the Flood Control Act of 1938 and subsequent Flood 
Control and River and Harbor Acts, which provided that power pen- 
stocks shall be installed at dams therein authorized when approved by 
the Secretary of the Army upon recommendations of the Chief of 
Engineers and the Federal Power Commission, 

These river-basin and power-market studies provide a basis for 
Commission action in the issuances of licenses, and also a basis for 
advising and making recommendations to the Federal constructing 
agencies on power matters. Cooperative arrangements have been 
established with the Corps of Engineers and with the Bureau of 
Reclamation for furnishing advice and assistance on power matters. 
This cooperation begins in the early planning stages between the 
staffs of the Commission’s regional offices and the field representatives 
of the constructing agencies. 

As a member of the Interagency Committee on Water Resources, 
formed in 1954 with Presidential sanction by agreement with the De- 
partments of the Army, Interior, Agriculture, Commerce, Labor, and 
Health, Education, and Welfare, the Commission cooperates closely 
with Federal and State agencies in planning the power aspects of 
sounder and better designed river-development programs. Through 
its participation in such a joint effort the Commission has made sig- 
nificant contributions toward achieving a better understanding and 
solution of the power phases of common problems involved in the 
standardization of practices for the economic analysis of river basin 
projects. 

Thus it is apparent that the Federal Power Commission is an inde- 
pendent agency having primarily licensing and investigatory func- 
tions under part I of the Federal Power Act with respect to non- 
Federal water power developments, but it has no direct statutory 
responsibility for reports by other agencies to Congress in support 
of requests for authorization of Federal projects. It does have, how- 
ever, statutory responsibilities with respect to approving the installa- 
tion of power penstocks at dams authorized for construction by the 
Department of the Army and, for certain Federal projects, it has 
the responsibility for the allocation of costs and the approval of rates 
for the sale of power. It is, therefore, directly concerned with stand- 
ards and criteria utilized in support of requests for authorization of 
projects and it believes that uniform standards and criteria should be 
followed when considering all aspects of a project, from the preauthor- 
ization stage through payout. 

In carrying out its responsibilities in regard to Federal water- 
resources projects the Commission makes analyses and recommenda- 
tions concerning the economic justification of including power in 
projects, makes cost allocations, and approves power rates. Its views 
on each of these subjects and related matters are set forth below. 
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A. ECONOMIC JUSTIFICATION FOR INCLUDING POWER IN FEDERAL PROJEOTS 


The Commission believes that a hydroelectric project, whether con- 
structed by the Federal Government or by non-Federal interests, 
should be designed and operated for its best use on the basis of inter- 
connection pnd coordination with the generating and transmitting 
facilities in the region in which it is located. Operation on such a 
basis will provide the greatest overall benefits in terms of system 
power economies in the. region and in terms of the conservation of 
resources. This position is consistent with section 10 (a) of the 
Federal Power Act, which requires that a project to be licensed must 
be such as in the judgment of the Commission will be best adapted 
to a comprehensive plan for the development of the river basin. 

During the years immediately prior to 1950, the Federal Inter- 
agency River Basin Committee, consisting of representatives of the 
Dep: urtments of the Army, Agriculture, Interior, and Commerce, and 
the Federal Power Commission, undertook an extensive study of the 
entire problem of evaluation, project formulation, and cost alloca- 
tion. The result was the May 1950 report of the committee’s Subcom- 
mittee on Benefits and Costs, entitled “Proposed Practices for Eco- 
nomic Analysis of River Basin Projects.” The Commission agrees 
generally with the recommendations set out in that report. Briefly, 
that report concluded that a project is properly formulated and 
economically justified if (1) the project benefits exceed the project 
costs, (2) each separable segment or purpose provides benefits at least 
equal to its costs, (3) the scale of development is such as to provide 
the maximum net benefits, and (4 )there is no more economical means 
of ac complishing the same purpose. 

The Commission is cognizant that there may be tangible secondary 
effects which derive from the construction and operation of water- 
resources projects that are difficult of measuring in monetary terms. 
Although secondary benefits from projects may be significant from a 
local viewpoint. from a national point of view such benefits usually 
have little significance in project. formulation and economic justifica- 
tion. The Commission believes, therefore, that in project justifice 
tion reliance should be placed mainly on tangible primary benefits. 
However, care should be taken not to overlook or minimize any intan- 
gible effects such as the possible loss of a scenic or historical site, or 
the conservation of fuel resources, merely because such intangible 
effects do not yield to dollar evaluation. 

The Commission estimates power benefits on the basis of computed 
power values. Under normal conditions, the value of power is deter- 
mined as the estimated cost of equivalent power from an alternative 
source most likely to develop in the absence of the proposed project 
to meet the same power needs, with appropriate adjustment for trans- 
mission costs and losses and other technical factors. 

It is the Commission’s view that “taxes foregone” properly consti- 
tute an economic cost which should be considered in m: uking an 
economic analysis of a particular proposed Federal hydroelectric 
development. In this connection, it should be noted that the Depart- 
ments of the Army and the Interior and the Federal Power Commis- 
sion, in an interagency statement dated March 12, 1954, have agreed 


1 Forerunner of the above-discussed Interagency Committee on Water Resources. 
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that for the purposes of project justification the economic analysis 
of a proposed Federal hydroelectric project should be made on the 
basis of including as a part of the economic cost of hydroelectric power 
the taxes that would be foregone as a result of Federal development 
of the project instead of development by a non-Federal agency of the 
most likely alternative source of power, ‘generally a privately financed 
steam-electric plant, although in some circumstances the alternative 
source may be a hydroelectric project. 


B. ALLOCATION OF COSTS OF MULTIPLE-PURPOSE PROJECTS 


Certain statutes specifically provide that the Commission shall have 
primary responsibility for making the allocation of costs for the Fed- 
eral projects referred to therein. ‘These projects and the legislation 
providing this allocation responsibility are as follows: 


Corps of Engineers projects: 
Bonneville project, Washington-Oregon__. Bonneville Act (50 Stat. 731). 


Fort Peck project, Montana___.--_--_-_W. Fort Peck Act (52 Stat. 403). 
McNary project, Washington-Oregon__-___. River and Harbor Act of 1945 


(59 Stat. 10), Bonneville Act. 
4 projects on lower Snake River, Idaho__. River and Harbor Act of 1945, 
Bonneville Act. 
Bureau of Reclamation project: Eklutna proj- Eklutna Project Act (64 Stat. 
ae |: a ees 4 jhvctcetinis ee 

In the case of the Bonneville project, the Commission made an 
interim allocation of costs of the initial power development on Feb- 
ruary 8, 1938 (1 F. P. C. 706) and the allocation relating to the com- 
plete power development on June 26, 1945. (4 F. P. C. 950). In the 
1945 Bonneville allocation, the Commission assigned the cost of spe- 
cific power facilities and one-half of the cost of joint-use facilities to 
power. This allocation reflected an interpretation of the Bonneville 
Act which provided in part that: “In computing the cost of electric 
energy developed from water power created as an incident to and by- 
product of the construction of the Bonneville project, the Federal 
Power Commission may allocate to the costs of electric facilities such 
a share of the cost of facilities having joint value for the production of 
electric energy and other purposes as the power development may 
fairly bear as compared with such other purposes. ” [Emphasis sup- 
plied.] The report of the Commission’s Chief Engineer, upon which 
the allocation was based, concluded that since power by the terms of 
the act is an incidental and subordinate purpose of the project, no 
more than 50 percent of the cost of facilities used jointly for power 
and navigation should be allocated to power. 

In an interim allocation of costs of the Fort Peck project, made on 
April 20, 1943 (3 F. P. C. 980) the Commission noted the severe limita- 
tions placed on power as a result of operation of the reservoir pri- 
marily for navigation purposes. These limitations serve substantially 
to reduce the character and value of the power at Fort Peck. On the 
basis of considering that and other factors, the Commission found it 
impracticable at that time to determine what part of the cost of facil- 
ities having joint value for the production of electric energy and 
other purposes might be fairly allocated to the costs of electric facil- 
ities as compared with such other pur poses. The Commission’s inter- 
im determination provided for the entire cost of the initial power- 
plant at Fort Peck, and all apurtenant at-site electric facilities, to be 








94 CONSERVATION AND DEVELOPMENT OF WATER RESOURCES 


allocated to power. However, the interim determination expressly 
reserves the right to make such allocation of the cost of facilities 
having joint value for the production of electric energy and other 
purposes as power development may fairly bear in relation to such 
other purposes. Since the method of operating the Fort Peck project 
will change upon completion of the main-stem downstream projects, 
the making of a final allocation of costs for the project is being 
deferred until that time. 

In 1949 the Commission, at the request of the Senate Committee on 
Public Works, made an extensive review of the then current alloca- 
tions of cost of the multiple-purpose water-control system in the 
Tennessee River Basin, as determined by the Tennessee Valley Au- 
thority. The Commission concluded that TVA’s allocation of costs 
was reasonable and should be accepted for the purposes of the Tennes- 
see Valley Authority Act. The IVA allocations were based on use 
of the alternative justifiable expenditure method which is hereinafter 
defined. 

The above-mentioned Federal Inter-Agency River Basin Commit- 
tee’s 1950 report on project «nalysis included a recommended pro- 
cedure for allocating costs, known as the separable costs-remaining 
benefit method (sometimes referred to as the “green book” method). 
That method, which is consistent with the project formulation prin- 
ciples recommended in the report, had the support and concurrence 
of the representatives of all of the five agencies then members of the 
interagency effort. The report did, however, recognize that. varia- 
tions of this method may be necessary to meet special or legislative 
requirements in some cases. 

The Commission’s interim allocation of costs of the McNary project 
(docket No. E-6383), issued on December 4, 1953, was based on use 
of the separable costs-remaining benefits method. 

As a result of the series of discussions among representatives of 
the Federal Power Commission and the Departments of the Army 
and the Interior which lead to the adoption of the above-cited state- 
ment of March 12, 1954, on cost allocations, power evaluation, and 
related matters, the following three methods of allocating the 
costs of Federal multiple-purpose projects were established as 
acceptable: 


(a) Separable costs-remaining benefits method 

This method provides for allocating to each purpose at least its 
separable cost plus an equitable share of the joint costs, and the 
agencies agreed that it is preferable for general application. 


(6) Alternative justifiable expenditure method 

This method differs from (a) only in employing specific costs of 
the various functions rather than their separable costs. The agencies 
agreed that this method is acceptable where the necessary basic data 
to determine separable costs are not available and the time and ex- 
pense required to obtain the data are not warranted. 


(c) Use of facilities method 

This method, sometimes called the proportionate use of capacity 
method, assumes that joint costs should be allocated to the various 
project purposes in proportion to the degree of use for each purpose, 
the total cost allocated to each purpose being the specific cost of 
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facilities provided for a particular purpose plus the allocated share 
of the cost of joint facilities. ‘The agencies agreed that this method 
is acceptable where the use of facilities is clearly determinable on a 
comparable basis and where use of this method would be consistent 
with the basis of project formulation and authorization. 

The statement of March 12, 1954, also provided that the legislative 
history of authorized projec ts shall be considered in the allocation 
of costs. Thus, the Commission’s interim allocation of costs with 
respect to the Eklunta project (docket No. E-6544) issued July 19, 
1954, allocated all costs to power development, such determination 
being based upon a finding that the project as finally authorized is in 
fact a single-purpose one for the development of hydroelectric power, 
although as originally contemplated it was to have been a multiple- 
purpose saree 

Normally methods (a) and (6) above give comparable results. This 
can be ascertained from cost allocations (1) and (2) shown on page 
758 of the hearings before the subcommittee of the Senate Commit- 
tee on Public Works on Power Rates—Southwestern Power Admin- 
istration, to which Senator Murray makes reference in his letter of 
August 14, 1956, concerning Senate Resolution 281. 

With regard to responsibility for making cost allocations, no agency 
of the United States has been given specific statutory responsibilities 
for the allocation of costs of the m: ajority of multiple-purpose projects 
constructed by the Corps of Engineers. In the case of such projects, 
the Corps of Engineers as the constructing agency, the Department 
of the Interior as the marketing agency, and the Federal Power 
Commission as the rate-approv al agency, "all have a direct interest 
in the allocation. Lac!ring specific authority, the Federal agencies 
concerned undertake jointly to consider allocations of costs for these 
projects. The Commission believes that Congress should assign the 
allocation responsibility with respect to these Corps of Engineers 
projects to some agency of the Government. It is of the opinion, 
further, that the author: ity to determine the portion of the investment 
in such multiple-purpose projects allocable to electric power should 
rest with the agency responsible for the approval of electric power 
rates. 


C. APPROVAL OF RATES FOR THE SALE OF POWER FROM FEDERAL PROJECTS 


Under the Bonneville and Fort Peck Acts and the Flood Control 
Act of 1944, the Federal Power Commission has been given respon- 
sibility generally for the approval of rates for the sale of power 
produced by projects constructed by the Corps of Engineers. How- 
ever, the Commission has no such general authority with respect to the 
sale of power produced at other Federal projects such as those of the 
Tennessee Valley Authority and the Bureau of Reclamation, although 
it has authority for the approval of rates for the sale of power from 
the Bureau’s Eklunta project in Alaska, and from the Falcon ee 
of the International Boundary and Water Commission. The lack of 
uniformity in the responsibility for rate approval is illustrated by 
the marketing of power from Federal projects in the Pacifie North- 
west. Power from the Bonneville and McNary projects, constructed 
by the Corps 6f Engineers, can be disposed of only at rates which are 
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confirmed and approved by the Federal Power Commission. Power 
produced by the Bureau of Reclamation’s Grand Coulee and Hungry 
Horse projects, although commingled with power from the Bonne- 
ville and McNary projects, is not subject to the same action by the 
Commission. 

The rate approval authority that has been granted to the Commis- 
sion provides merely for the confirmation and approval of rate sched- 
ules submitted by the Federal marketing agencies. In other words, 
the Commission has only a veto power with no authority to modify 
rate schedules or to initiate changes. This places the Commission in 
an unsatisfactory position as a regulator y agency over the rates. Ac- 
cordingly, the Commission is firmly of the « opinion that this present 
unsatisfactory condition with respect to the rate approval should not 
be continued, and that the C ongress should either give the Commission 
complete authority to regulate 1 ates for the sale of power from all 
Federal projects, including authority to initiate rate changes and re- 
quire modifications in rate schedules, or else it should relieve the Com- 
mission of all responsibility with respect to such rates. In the event 
the Federal Power Commission should be relieved of that responsi- 
bility, Congress could keep informed as to the administration of the 
Federal m: arketing agencies by directing the Commission to invest 
gate, at regular specified intervals, the work of the agencies concer ed, 
and report t thereon direc tly to Congress. This, however, would require 
further action by Congress in the event the rates were found to be 
either too low or too high in relation to the allocated power costs. 

With respect to the level of rates for power produced at Federal 
projects, the Commission believes that they should at least be sufficient 
to cover amortization of the investment (including interest during 
construction ) properly allocable to power in not more than 50 years 
from the “in service” date, with interest on the unamortized invest- 
ment, together with sums for replacements, operation and maintenance 
costs, and for payment of State and local taxes or equivalent payment 
in lieu of such taxes when required by law. 


D. POLICY RELATIVE TO FEDERAL-LOCAL PARTNERSHIP IN WATER RESOTJRCE 
PROJECTS 


In formalizing a comprehensive and particularized set of standards 
and criteria for evaluation of proposed Federal projects, consideration 
should be given to the possibilities of participation in the construction 
and operation of such projects by local interests, both public and pri- 
vate. In this connection the Commission is of the opinion that non- 
Federal interests should be offered the opportunity of developing the 
power phases of Federal projects, with the management of the dams to 
remain in the Federal Government. This is consistent with the provi- 
sions of the Federal Power Act under which non-Federal interests, 
public and private, have in the past. and are now participating, on a 
joint venture basis, in the development of Federal multiple-purpose 
projects by constructing the power features thereof. Partnership ar- 

rangements afford an effective and desirable means of accomplishing 
joint Federal and non-Federal water resources development consist- 
ently with the basic purpose of the Power Act to provide for non- 
Federal development of such water resources wherever broad public 
benefits can be obtained in harmony with comprehensive development. 
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For those projects which have a peculiarly national significance 
or which can be constructed economically only by the United States, 
the Commission is of the opinion that the power should be offered 
for sale to States, municipalities, cooperatives, and private utilities 
on terms that would protect the Federal interest. In this connection, 
hydroelectric power now, in large part, and increasingly as time passes, 
is being used for peaking purposes, a use wherein it has its greatest 
ralue in coordination with fuel plants which are generaliy used for 
base loads. The inclusion of power in most multiple-purpose projects 
during project formulation generally depends for its justification on 
the peaking value of the proposed installation. For the return of the 
investment allocated to power, therefore, power marketing must take 
cognizance of this situation. ‘The Commission believes that this pro- 
cedure is consistent with the provisions of section 5 of the 1944 Flood 
Control Act. The requirement in section 5 that the disposition of such 
power and energy shall be “in such manner as to encourage the most 
widespread use thereof at the lowest possible rates to consumers, con- 
sistent with sound business principles,” includes use by preference 
customers, but is not confined to that use. 

It is the Commission’s view that, in general, there should be reason- 
able assurance that the market for the power will produce revenues 
sufficient to recover the allocated power costs before the construction of 
a Federal power project is undertaken. The Commission, however, 
does not believe that as a rule it should be a requirement that firm con- 
tracts be negotiated prior to project construction. 


E. POLICY RELATIVE TO CHARGING DOWNSTREAM PROJECTS FOR BENEFITS 
FROM UPSTREAM STORAGE 


The Commission believes that the matter of equitable sharing by 
downstream projects in the cost of upstream reservoir storage benefits 
is germane to the objectives of Senate Resolution 281, and that the 
problem should be given serious consideration in the formulation of 
any overall Federal water power policy. 

The Commission is now charged with the duty, under section 10 (f) 
of the Federal Power Act, of making determinations of benefits re- 
ceived by the owners of non-Federal downstream powerplants from 
upstream storage reservoirs, and assessing charges against those down- 
stream owners. In this connection it should be emphasized that anv 
such charges are not for the water, but. rather are a sharing of the eosts 
of facilities which make the water available when it can be utilized. 

When a Federal powerplant receives water that has been stored at an 
upstream development and the Federal plant can utilize that water 
for generating power, there is no provision at present for the reim- 
bursement of the non-Federal owner of the upper storage resevoir 
for any part of the cost of his reservoir, notwithstanding the benefits 
derived therefrom by the lower Federal powerplant, and notwithstand- 
ing the fact, as pointed out above, that under the Power Act such an 
owner can now be required to pay part of the costs of an upper storage 
reservoir providing similar benefits. . 

The Commission believes that the Federal Power Act should be 
amended to provide authority for the payment by Federal hydro- 
electric developments for headwater benefits received from non-Fed- 
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eral resource projects.2, Such a proposal is believed to be sound 
in principle and essential to the more effective carrying out of the 
purposes of existing Federal water-power legislation. Congress has 
followed the policy heretofore of requiring that those consumers 
served by federally constructed powerplants shall bear all of the 
power costs. The only exception to this policy, and one which should 
be corrected by legislation, is the inequitable situation which arises 
from the failure to require that consumers of power from Federal 
projects likewise share in the cost of headwater reservoir improve- 
ments and facilities which benefit those Federal developments by 
making the water available when it can be utilized for power 
generation. 
CONCLUSION 


The Commission supports the basic purposes and objectives of this 
resolution to establish a comprehensive and particularized set of stand- 
ards and overall criteria for the evaluation of all proposed projects 
for the conservation and development of land we water resources. 
The Commission has repeatedly joined in the efforts of Federal agen- 
‘ies concerned with water-resource development which have resulted 
in significant contributions in the direction of achieving these ob- 
jectives, insofar as it has been possible under existing laws. This is 
specifically indicated, as above pointed out, by the agency studies 
undertaken in connection with the report of the Subcommittee on 
Benefits and Costs of the Federal Interagency River Basin Commit- 
tee on proposed practices for economic analysis of river-basin projects, 
and the agreement of March 12, 1954, adopted by the Departments 
of the Army and the Interior and the Federal Power Commission 
with respect to evaluation, cost allocations and related matters. The 
Commission believes that Congress, in formulating policies and pro- 
cedures in these matters, will want to take cognizance of the combined 
thinking and views which have resulted from these cooperative inter- 
departmental efforts by agencies concerned with the administration 
of laws pertaining to the development and utilization of the Nation’s 
Jand and water resources. 

The Federal Power Commission is the only agency of the Federal 
Government having complete and continuing records and information 
on practically all segments of the power industry, publicly and pri- 
vately owned, its capacity, operations, requirements, loads, locations 
end interconnections from which intelligent and sound planning can 
be projected in accordance with the statutory directives of Congress. 
The Commission, therefore, in accordance with its established practice 
stands ready to cooperate with the congressional committees and 
interested Federal agencies concerned with the joint endeavor being 
undertaken pursuant to Senate Resolution 281, 

FrprraAt Power Comission. 
By Jerome K. Kuykenpattr, 
Chairman. 


2On April 26, 1956, the Senate Committee on Interior and Insular Affairs reported favor- 
ably on 8. 1574 with an amendment in the nature of a substitute (S. Rept. No. 1865, 84th 
Cong., 2d sess.) which would have provided for the same sharing of headwater improve- 
ment costs by the federally constructed hydroelectric developments that is now required 
by non-Federal projects under the Federal Power Act. The Commission recommended 
passage of S. 1574, as amended (8S. Kept, No. 1865, pp. 5-6). 
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DEPARTMENT OF THE ARMY, 
OFFICE OF THE SECRETARY OF THE ARMY, 


Washington, D. C., November 2, 1956. 


Hon. James E. Murray, 
United States Senate. 

Dear Senator Murray: In your letter of July 31, 1956, you re- 
quested, in behalf of the chairmen of the Senate Committees on In- 
terior and Insular Affairs and on Public Works and the chairmen 
of the Subcommittees on Irrigation and Reclamation and on Flood 
Control, objective information and suggestions by November 1, 1956, 
for the information and guidance of the committees in discharging 
their responsibilities under Senate Resolution No. 281, 84th Congress. 
In subsequent letters dated August 8, 1956, and August 16, 1956, you 
requested specific information on cost allocations and on benefit-cost 
practices. 

These requests have received careful attention within the Depart- 
ment of the Army. As you know, representatives of the Department 
have participated in or contributed to several intensive studies during 
recent years on the subject of policies and procedures applicable to 
conservation, development and use of water and related land re- 
sources. These include the May 1950 report of the Federal Inter- 
agency Committee’s Subcommittee on Benefits and Costs, the Decem- 
ber 1950 report of the President’s Water Resources Policy Commis- 
sion, the June 1955 report on Water Resources and Power by the 
Commission on Organization of the Executive Branch of the Govern- 
ment and, most recently, the December 1955 report of the Presidential 
Advisory Committee on Water Resources Policy. The results of the 
Department’s objective consideration of all of the problems involved, 
including the interrelation of the activities of all agencies concerned, 
both Federal and non-Federal, are reflected in the foregoing reports, 
particularly in the report of the Presidential Advisory Committee on 
Water Resources Policy. 

The cost allocation data requested in your letter of August 8, 1956, 
are transmitted herewith, and I hope that these data will prove satis- 
factory and useful to your committees. Data on benefit-cost practices, 
in response to your letter of August 16, 1956, will be furnished by 
November 15, 1956, as requested. 

Upon request, I shall be pleased to furnish any additional informa- 
tion available in the Department. 

Sincerely yours, 
Witeer M. Brucker, 
Secretary of the Army. 





DEPARTMENT OF THE ARMY, 
Orrice or THE AssISTANT SECRETARY, 
Washington, D. C., November 26, 1956. 
Hon. James E. Murray, 
United States Senate, 
Washington, D.C. 

Dear Senator Murray: In response to your request of August 16, 
there is furnished herewith information on the benefit-cost practices 
used by the Department of the Army in its civil-works program. 
This supplements our letter of November 2, 1956, to you on the general 
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subject of your activities in the conservation and development of water 
and land resources under Senate Resolution 281, 84th Congress. 

Over a period of years dating back to 1946 the Department of the 
Army has participated with other Federal agencies in a joint endeavor 
to define principles and formulate mutually acceptable procedures for 
determining the benefits and costs of water-resources projects. In 
May 1950 this effort resulted in the publication by the Subcommittee 
on Benefits and Costs of the Federal Interagency River Basin Com- 
mittee of a report, Proposed Practices for Economic Analysis of River 
Basin Projects. The Department of the Army in 1954-55 also par- 
ticipated in studies for the Presidential Advisory Committee on Water 
Resources Policy which led to its recommendations on principles and 
standards for project evaluation. 

The views of the Department of the Army on benefit-cost evaluations 
are summarized in the paragraphs which follow. 

Basically, we believe that the evaluation of water-resources projects 
is subject to the same economic concepts and principles which are 
fundamental to all economic activity. The legislative and adminis- 
trative policies and procedures which might be applied to water- 
resources development cannot change these basic economic principles, 
and therefore, they cannot increase nor decrease the inherent economic 
justification of projects. This can be determined only by application 
of the basic principles. Nevertheless, policies and procedures do have 
a significant effect on phases of project evaluation such as reimburse- 
ment and cost-sharing arrangements which may be patterned to serve 
various objectives of public policy. 

This Department feels that Federal evaluations of water-resources 
projects should be made from the viewpoint of the Nation as a whole 
rather than from any one of a number of more restricted viewpoints 
such as that of a single specific purpose, an individual beneficiary, 
a geographic area, or one segment of the economy. From the broad 
public viewpoint, a project is economically justified only if the wealth 
of the Nation as a whole over the long run will be greater with the 

sroject than it would be without the project. Viewed in this light, the 

benefits are the increases in goods and services attributable to the 
project by whomsoever realized and the project costs are all resulting 
decreases in goods and services by whomsoever suffered. For purposes 
of economic justification, benefits attributable to a project must take 
account of the offsetting benefits that would be realized from alter- 
native use in the economy of the resources required for the project. 
The economic formulation of each project, by itself and in combina- 
tion with other projects, should seek to accomplish maximum net bene- 
fits from the investment of goods and services in the project and should 
utilize the least costly of available means in achieving the project 
purposes. 

We sincerely believe that the benefit-cost ratio provides an im- 
portant criterion in judging the desirability of Federal water-resource 
developments. But it is not the sole criterion. In varying degree 
these projects may also give rise to important intangible values such 
as the protection of human life and increased national security. These 
effects which cannot be expressed in monetary terms are often im- 
portant and must also be considered in arriving at final decisions. 

The foregoing reflects the broad basis for benefit-cost evaluations 
used in the civil-works programs of this Department. Application of 
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these principles in the measurement of specific benefits and costs by 
the Corps of Engineers are detailed in table 2, pages 74-81 inclusive 
of the May 1950 report, referred to above, of the Interagency Sub- 
committee on Benefits and Costs. Changes have been made in certain 
of these items since publication of that report. These changes are ex- 
plained i in the attached statement. 
Sincerely yours, 
Epwarp A. Bacon, 
Deputy Assistant Secretary of the Army. 


NoveMsBer 1956. 


CHANGES IN EvaLuation Practices or Corps oF ENGINEERS From 
THoset SHOwN IN Taste 2 or May 1950 Report or INTERAGENCY 
SUBCOMMITTEE ON BENEFITS AND Costs, “PRoposED PRACTICES FOR 
Economic ANALYsIs oF River Basin Prosects” 


(Item numbers refer to table 2 of referenced report) 


1. Item No. 4 

Price levels.—It is recognized that the prices appropriate for use In 
benefit-cost studies are those expected to prevail at the time the costs 
are incurred and the benefits realized after eliminating long-term in- 
flationary or deflationary changes in the y value of the dollar. Where 
acceptable price projections are available they are used in corps 
nerR otherwise prices current at the time of the analysis are used. 


. Item No. 5 
Conversion of nonuniform benefits to annual equivalent basis.— 


Depending on conditions in the area under study, an interest rate 
falling within a range of 4 to 6 percent has been used for this purpose. 


3. Item No.9 

Power benefits —There are now included, in addition to the items 
previously included, the value of interruptible capacity and deferred 
installations. 
4. Item No. 10 

Navigation benefits—It is recognized that the savings in the cost of 
transportation are the measure of navigation benefits, but in certain 
situations, where comparative costs cannot be readily determined, 
rates to shippers have been used as an approximation of costs. 
3. [tem No. 15 

Recreation benefits.—The benefits of small-boat harbor improve- 
ments are partially measured by the net return on the average value of 
the using craft. 
6. Item No. 19 

Price level for calculating costs —Some comment as under 1 above. 


7. Item No. 20 


Interest rates.—For Federal and non-Federal public costs an in- 
terest rate of 214 percent is currently used. 
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8. Item No. 22 


The allowance for interest during construction.—This allowance is 
currently computed at a 214-percent rate for one-half of the construc- 
tion period or on the expended costs if a nonuniform rate of construe- 
tion is expected. 


9. Item No. 28 
Amortization of initial investment cost—TInitial investment costs 
less any salvage value are amortized over the period of analysis, gen- 


erally not exceeding 50 years, at the applicable rate of interest, cur- 
rently 214 percent. 





DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., November 20, 1956. 
Hon. JAmes E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington 25, D. C. 


My Dear Senator Murray: This is in further reply to your letters 
of July 31, August 7, and August 16, in which you requested this 
Department to furnish information and suggestions to the Senate 
Committees on Interior and Insular Affairs and on Public Works 
in connection with Senate Resolution 281 (84th Cong.). 

Certain of the specific information which you requested with respect 
to cost allocations on certain projects constructed by this Department 
has been compiled and is submitted as an attachment to this letter. 
The balance of this information is being formulated and will be fur- 
nished as soon as possible. 

We have given careful thought to your invitation to submit sug- 
gestions for the information and guidance of the committees in dis- 
charging their responsibilities under the resolution. We wish, of 
course, to cooperate in every way with the committees in their con- 
sideration of water-resources policy, procedures, and projects. This 
is a matter of transcendent importance to every aspect of our economy 
and civilization. It is also, however, a most complex subject, involv- 
ing many difficult questions. It has been studied very thoroughly 
during the last decade by a number of public and private bodies. 
The studies sponsored by the Federal Government include those of 
the President’s Water Resources Policy Commission (1950), the First 
and Second Hoover Commissions (1949 and 1955), the Commission 
on Inter-Governmental Relations (1955), and the Presidential Ad- 
visory Committee on Water Resources Policy (1955). 

The report of the Presidential Advisory Committee on Water Re- 
sources Policy was transmitted to the Congress by the President on 
January 17, 1956, and has been printed as House Document No. 315, 
84th Congress. This report was the result of an 18-month study by 
the Federal agencies concerned with water-resources programs. The 
study involved the review of all previous reports and the most thor- 
ough consideration of the major aspects of water policy. Many weeks 
were devoted to the examination of certain complex issues in an at- 
tempt to find the most practical answers. As chairman agency of 
the Presidential Advisory Committee, this Department subscribes 
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to the Committee’s report and believes that it sets forth a sound course 
to follow. Inasmuch as the report represents our considered views 
on each of the major policy questions, including those on the benefit- 
cost ratio mentioned in your letter of August 16, we have no further 
suggestions to make at this time. We believe that our most effective 
contribution can be made through answering specific questions which 
the members of the Senate committees may wish to ask our representa- 
tives when hearings are held. This, we shall be most happy to do. 
Sincerely yours, 
Crarence A. Davis, 
Acting Secretary of the Interior. 





DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., November 5, 1956. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate. 

Dear Senator Murray: This is in reply to your letters of August 
8 and 16, 1956, in which you request information regarding methods 
of cost allocation and other matters concerning the evaluation methods 
applicable to watershed projects of this Department, to be used in 
connection with the discharge of responsibilities carried in Senate 
Resolution 281. 

From your letter of August 8, we understand that you desire cost 
allocation data which would be suitable for making an analysis as 

required by section 6 of Senate Resolution 281, You also requested 

that we furnish data comparable to that on pages 758, 759, 760, and 
761 of the southwestern power-rate hearings on projects of the Soil 
Conservation Service under the Watershed Protection and Flood Pre- 
vention Act, or other legislation. 

This Department has not had occasion to make cost allocations of 
the kind and type comparable to that shown in the southwestern 
power-rates hearings. The plans for watershed projects under that 
act, as originally passed, did not include multiple-purpose structures. 
Therefore, it has not been necessary to allocate costs to purposes. 

The Watershed Protection and Flood Prevention Act (Public Law 
566, 83d Cong., 68 Stat. 666) as amended by the act. of August 7, 1956 
(Public Law 1018, 84th Cong.; 70 Stat. 1088) does provide, howev er, 
for inclusion of multiple purposes in projects initiated under its pro- 
visions. The amendments also provide for the making of allocations 
of costs to the various purposes and showing the basis for such alloca- 
tions. This Department is now in the process of setting up procedures 
to réspond to these requirements. We expect to adopt for general 
use the separable-costs-remaining-benefits method of cost allocation 
as recommended by the Preside ntial Advi isory Committee Report on 
Water Resources Policy, issued December 22, 1955. 

As this Department now is concerned with the subject of cost allo- 
cation, we shall be glad to cooperate with your committee to facilitate 
your consideration of the various methods of cost allocation that are 
now being used or that may be proposed. 
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The second paragraph of your August 16, 1956, letter requests a 
comprehensive, but concise, discussion of the basis for the benefit-cost 
ratio determination as well as the formulas that have been used by 
this Department. The requested information follows, preceded by 
brief explanations of certain of the terminology used. 

1. Benefits——All identifiable increases or gains in assets or values, 
whether in goods, services or intangibles, whether primary or second- 
ary, and whether measurable in monetary or nonmonetary terms 
which, taking account of conditions with and without the project, 
are properly creditable to that project, and which are net of all costs 
other than project costs. 

2. Primary benefits —The value of immediate products or services 
resulting from the measures for which project costs are incurred. 
Primary benefits of flood prevention may be either direct or indirect. 
Direct benefits arise from the reduction in damages resulting from 
the immediate action of floodwater and sediment. Indirect benefits 
are remaining primary benefits arising from reductions in indirect 
flood losses, such as costs of rerouting traffic, relief, rehabilitation, 
and care and protection of property. 

3. Secondary benefits —The values added over and above the value 
of the immediate products or services of the project as a result of 
activities stemming from or induced by the project, initially accruing 
to the processors or handlers of increased goods produced or used in 
the project trading area. An example of such benefits would be the 
increased net return to a cotton gin from processing additional cotton 
produced by a project. Such benefits are not used in the benefit-cost 
determination for justifying a project, but may be considered for 
cost-sharing purposes. 

4. Program costs include all expenditures from appropriations made 
under authority of the act and all non-Federal costs incurred directly 
for the purpose of the program authorized under the act. Expendi- 
tures from appropriations made under authority of other Federal 
acts may further the program objectives in a particular watershed 
but are not considered a part of program costs as such funds were 
not appropriated for the purpose of the watershed program. Any 
such costs paid or reimbursed from Federal appropriations made 
under authority of other acts will not be considered as non-Federal 
costs under this program. 

5. Induced costs —All uncompensated adverse effects caused by con- 
struction or operation of a program or project, whether in goods, 
services, or intangibles, and whether measurable in monetary or non- 
monetary terms. 

6. Planning services cover all assistance and services provided for 
surveys and investigations and preparation of work plans prior to 
authorization of assistance in works of improvement. Planning serv- 
ices also include costs for collection and analysis of basic data, eco- 
nomic analysis, and river basin coordination studies. 

7. Technical assistance includes assistance provided to landowners 
and operators, from appropriations made under authority of the act 
for the planning and application of land-treatment measures by them 
on their farms, ranches, and timberlands. 

_ 8. Installation services cover all services other than planning serv- 
ices and technical assistance. They include site investigations, layout, 
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design, preparation of specifications, supervision of construction and 
related forms of assistance. 

In general, the principles and procedures used by the Department 
of Agriculture in evaluating the watershed projects are similar in 
most respects to those of other agencies concerned with river basin 
projects. The Flood Control Act of 1936, as amended and supple- 
mented, made the Department of Agriculture responsible for carry- 
ing out a project-by-project program. The Department first adopted 
the benefit-cost approach in its analysis and justification procedures 
for projects under that act. ose ball aha 

Basically a benefit-cost ratio is a simple expression indicative of 
the expected economic performance of a project, the economic output 
(benefits) per unit of economic input (costs). It is arrived at by 
dividing the value of resulting benefits by the costs of producing them, 
after both have been reduced to an annual basis by appropriate com- 
putations. The benefit-cost ratio is a convenient method of summing 
up the tangible costs and benefits of a project. Ordinarily not all 
elements of benefit or cost can be given a monetary value, so such im- 
portant intangibles as prevention of loss of life and other important 
factors also are given appropriate consideration. 

The Watershed Protection and Flood Prevention Act, as amended, 
provides that prior to assisting local organizations in the actual in- 
stallation of works of improvement, the Secretary is to make determi- 
nations as to whether benefits exceed costs. Both the Executive order 
prescribing rules and regulations and our departmental policy for 
administration of the act are also specific on this point. 

In carrying out this provision, the Department makes the studies 
necessary for formulating projects that are justified on the basis of 
incremental benefits and costs for each of the separable segments. 

Land-treatment measures are a basic underlying requirement for 
any watershed project. Justification for including other measures 
in the project is based on the assurance that the land-treatment meas- 
ures in the watershed work plan are to be installed. Determination 
of the relation of benefits to costs for the land-treatment measures is 
not necessary, however, since no funds appropriated under the Water- 
shed Protection and Flood Prevention Act are used for installing such 
measures on the projects. The Congress in prior legislation pro- 
viding for Federal assistance in soil and water conservation has recog- 
nized that such assistance is in the public interest and no benefit-cost 
ratio analysis is required for such assistance in these other programs. 
As a practical matter also, experience and the widespread adoption of 
such measures by farmers has demonstrated that benefits do exceed 
the costs. Hence, neither the benefits nor the costs of land-treatment 
measures enter into the calculation of the benefit-cost ratio of a proj- 
ect. There are, however, certain land-treatment measures that are in- 
stalled primarily, but not exclusively, for flood prevention which are 
evaluated in monetary terms and included in the benefit-cost ratio. 
These are: (1) Fire prevention and control, (2) critical area stabiliza- 
tion primarily by vegetative practices, (3) minor gully and channel 
stabilization measures, and (4) special purpose terraces and other on- 
farm measures used in lieu of downstream flood prevention structures. 

The benefit-cost analysis of a project. includes all monetary outlays 
made and goods and services contributed, exclusive of planning serv- 
ices prior to authorization of assistance in works of improvement, 
technical assistance for planning and application of land-treatment, 
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and land-treatment, as outlined above. Installation services by the 
various interests including initial installation costs, major replace- 
ments, and operation and maintenance costs all are included. Any 
induced costs such as uncompensated adverse effects caused by con- 
struction or operation of the project, whether in goods or services and 
measurable in monetary terms, also are taken into account. 

An evaluation of benefits and costs is made for all waterflow control 
measures, such as floodwater retarding structures, channel improve- 
ments, levees and dikes, desilting basins, and mechanical field meas- 
ures installed primarily for flood prevention. A similar evaluation 
is made for all agricultural water management measures, including 
those for irrigation, drainage or water supply and for measures pri- 
marily for land stabilization. 

Independent measures or interdependent groups of measures, such 
as a group of floodwater retarding structures Tonetbonnel together 
as a unit, are evaluated separately to determine the relation between 
benefits and costs. These separate comparisons of benefits and costs 
are made for such subdivisions of one of the measures and such subdi- 
vision of the watershed as are necessary to determine economic feasi- 
bility. 

Where a system of structures is included in a project, care is taken 
to assure that each increment in the system will return benefits at 
least equal to its costs, 

In determining the benefits from measures or groups of measures, 
an investigation is made, wherever necessary, of the nature and extent 
of benefits that may accrue downstream from the watershed. If 
significant benefits from such measures will result downstream, these 
benefits are taken in to account in developing economic justification, 
and for cost-sharing purposes. 

The benefit-cost analysis of watershed protection and flood preven- 
tion measures, other than land-treatment measures, is based on pri- 
mary monetary benefits. Included in this analysis are such benefits 
as: (1) reduction in direct and indirect damages from floodwater and 
sediment; (2) increases in net income from changed use of property 
made possible as a result of reduction in the flood hazard; (3) on-site 
increases in net income from additional production or from reduced 
production costs on lands on which measures are installed; (4) in- 
crease in net income from additional production, or reduced cost of 
production, of farm products as a result of drainage and irrigation; 
(5) savings in the cost of water treatment resulting from the reduction 
of sediment in industrial, municipal, and domestic water supply; and 
(6) other benefits that can be evaluated in monetary terms. 

Certain possible benefits, such as increases in the value of recreation, 
fish and wildlife resources, and other identifiable increases or gains in 
assets or values, whether in goods, services, or intangibles, may accrue 
as a result of the project. To the extent that costs are incurred to 
bring about increases in fish and wildlife resources and recreational 
facilities, such benefits are evaluated in monetary terms. However, 
some benefits cannot be evaluated in monetary terms. They may be 
described qualitatively and included as an argument in support of the 
proposed project in the work plan. 

In computing benefits and costs, the time period used is either a 
period of 50 years beyond the date on which benefits from the project 
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or its separable parts will be available to the beneficiaries, or the ex- 
pected useful economic life of the project, whichever is less. 

The evaluation period usually begins at the completion of the in- 
stallation stage. For example, if the installation period is 5 years, the 
evaluation period would extend from the 6th to the 56th year. In 
this example, instantaneous installation is assumed as having taken 
place in the fifth year. 

All benefits are evaluated and shown at their full level after appro- 
priate discounting for lag in accrual. 

In evaluating projects or parts thereof to be installed within 5 years, 
prices current at the time of the analysis are used for installation costs, 
but long-range projected prices are used in evaluating all other costs, 
including operation and maintenance, and for calculating all benefits. 

In evaluating projects or parts thereof where the installation 7 
extends beyond 5 years, long-range projected prices are used for all 
benefits and all costs, including installation. 

The price and cost indexes as recommended by the Agricultural 
Research Service and Agricultural Marketing Service in a price pam- 
phlet issued June 1956, are used in computing long-term price projec- 
tions for individual commodities or groups of commodities. 

The interest rates used for discounting and computing average an- 
nual equivalent values for benefit-cost analysis on funds invested by 
the Federal Government is 214 percent. For non-Federal public and 
private funds, we use the long-term borrowing rate likely to be paid by 
these groups but not less than the Federal rate. 

The summary of an economic analysis for a typical watershed shown 
in attachment 1 illustrates the mechanics of arriving at a benefit-cost 
‘atio in accordance with the procedures described above. 

Paragraph 3 of your August 16, 1956, letter asks for comments and 
illustrations dealing with the inclusion and exclusion of secondary 
benefits from the benefit-cost ratio. t 

As pointed out in the preceding section of this letter, the Department 
of Agriculture uses only primary monetary benefits in its benefit-cost 
analysis of watershed protection and flood-prevention projects. We 
do, however, use secondary and intangible benefits in connection with 
proposals for establishing equitable cost-sharing arrangements. In- 
tangible benefits include such items as prevention of loss of life, pre- 
vention of disease, national defense, sound local and regional] datélép- 
ment, and promotion of the national welfare. It is generally agreed 
that such intangibles are not readily measurable in monetary terms. 
However, they are described as fully as possible in qualitative terms 
and included in project reports so that they may be taken into account 
in determining the wisdom of proceeding with the proposed project. 

In connection with secondary benefits, there has not been developed, 
to date, a generally agreed-upon set of principles, criteria, and sound 
procedures to evaluate in monetary terms all types of secondary bene- 
fits. However, in assisting local organizations in the preparation of 
plans for small watersheds under the provisions of the Watershed Pro- 
tection and Flood Prevention Act, as amended, we have some examples 
where secondary benefits were estimated and included in the prelimi- 
nary work plans in connection with the determination of equitable cost- 
sharing arrangements. These benefits were not included, however, in 
the benefit-cost ratio. 
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The effect of excluding and including these benefits upon the benefit- 
cost ratio isshown in attachment 2. The data in this attachment shows 
that each of the projects was fully justified economically with primary 
benefits alone. 

This Department, largely through participation in cooperative ef- 
forts in interagency committees, such as the Benefit-Cost Subcommittee 
of the Federal Inter-Agency River Basin Committee and more recently 
the Evaluation Standards Subcommittee of the Inter- Agency Com- 
mittee on Water Resources, has given considerable attention to the 
benefit-cost problem. These cooperative studies have resulted in sub- 
stantial improvement in the evaluation tec hniques used by this Depart- 
ment. These studies are very well summarized in a report prepared by 
the Subcommittee on Benefits and Costs and entitled, “Proposed Prac- 
tices for Economic Analysis of River Basin Projects,’ May 1950. For 
your information, a copy of this report is attached. 

In response to the last paragraph of your August 8, 1956, letter, we 
wish to designate Mr. Gladwin E. Young, Deputy Administrator, Soil 
Conservation Service, code 161, extension 4525, as liaison officer in 
connection with your work under Senate Resolution 281. 

Sincerely yours, 
True D. Morse, Acting Secretary. 


ATTACHMENT 1 


Summary of economic analysis, Cummins Creek watershed, Texas 


| 
Item Federal Non-Federal | Total 


Total first cost of structural measures -__..............-----.-- $1, 069, 347 $1, 118, 174 | $2, 187, 521 
Average annual costs: 
Amortization !____- i - 37, 703 43, 469 81, 172 
Operation and maintenance... ___- fener Sapa bi 3, 26: 3, 262 


Tota] annual costs..............-.-.-- u wet. 37, 703 | 46, 73 , 434 


Average annual benefits: | 
Reduction of floodwater damage---.-............--- ; 4 edialintioal 6, 490 
Reduction of sediment damage-.----__- . ,077 
Reduction of erosion damage--_...........--...-- : be cate Seti 7, 264 
Reduction of indirect damage-_-_---__- atom’ : i : | 15, 783 
Benefits from changed land use- -- ---- aad : 26, 794 

Total annual benefits _-__.-_-.- allo ee 200, 408 

Benefit-cost ratio: $200,408 divided by $84, 434 (total annual | | 


| 


benefits divided by total annual costs)_.__- : enaediahdhint ciewabae 2. 37:1 


1 The following rates were used to convert first costs to average annual costs (amortization): 3.5258 per- 
cent of Federal share (50-year period) including interest at 2.5 percent on investments; 3.8875 percent of 
non-Federal share (50-year period) including interest at 3 percent on investment. 
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ATTACHMENT 2 


Summary of benefit-cost ratios showing the effect of excluding and including 
secondary benefits 





Lacomas Chimacum 
Creek Creek, Saar Creek, 
tributaries, Wash. Wash, 
Washington 


| 
| 
| 
| 
| 


Benefit-cost ratio excluding secondary benefits: | 
Average annual primary benefit... ......-- sis $100, 737 $48, 650 
Average annual cost - -_....-- ‘ Jal tls aby 28, 485 11, 055 
Benefit-cost ratio. -__ -- . ; wicca | 3. 5:1 4.4:1 
Benefit-cost ratio including secondary benefits: 
Average annual primary benefit. -........._------..---.---| $100, 737 $48, 650 
Average annual secondary benefit_.............-.------ | 41, 500 11, 381 


Total average annual benefit._........-...---.-.--.--- _| 142, 237 60, 031 
Average annual cost_........_- ii Kantian ial ad Pee 28, 4°5 11, 055 
Demett-O00E TALI so on nck ohh boda dans sansbosshsusel 5:1 5. 4:1 


} 


SratTe or CALIFORNIA, 
DePARTMENT OF WATER Resources, 
Sacramento, November 9, 1956. 
Hon. James E. Murray, 
Chairman, Senate Committee on Interior and Insular Affairs, 
Senate Office Building, Washington, D. C. 
Hon. Dennis CHAVEz, 
Chairman, Senate Committee on Publie Works, 
Senate Office Building, Washington, D.C. 

GENTLEMEN: Responsive to Senate Resolution 281 passed by the 
United States Senate on July 25, 1956, and pursuant to your memo- 
randum of July 27, 1956, requesting all agencies and interests con- 
cerned with Federal water-development policies to submit their views 
on said resolution, there is attached the report of the California 
Department of Water Resources. The objectives of sections 4 and 6 
in particular of Senate Resolution 281 are deemed most desirable. 
The department offers its assistance in achieving these objectives, 
either in assisting in preparing a draft of a proposed set of water 
project evaluation criteria uniformly applicable to all concerned Fed- 
eral agencies, or in reviewing and commenting upon such a draft. 

Very truly yours, 
Harvey QO. Banks, Director. 


Views OF THE CALIFORNIA State DepartMENT or Water Resources 
ON SENATE RESOLUTION 281 


CHAPTER I. INTRODUCTION 


On July 25, 1956, the United States Senate adopted Senate Reso- 
lution 281 relating to national water projects, policies, and procedures. 
That resolution is quoted as follows: 

“Whereas the Bureau of the Budget, on December 31, 1952, issued 
Circular Numbered A-47, prescribing standards, procedures, and pol- 
icies for the evaluation of proposed Federal projects for land and 
water resources conservation and development; and 

“Whereas the Bureau of the Budget, on November 29, 1954, pro- 
posed a revision of Circular Numbered A-47, the application of which 
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would impose further restriction by the executive agencies on Federal 
participation in the conservation and development of land and water 
resources, and on which hearings were held by the House Committee 
on Interior and Insular Affairs March 15 and March 30, 1955; and 

“Whereas on January 17, 1956, the President of the United States 
transmitted to the Congress the Report (House Document Numbered 
315, Eighty-fourth Congress, second session) of the Presidential Ad- 
visory Committee on Water Resources Policy, consisting of the Secre- 
tary of Defense, the Secretary of the Interior, and the Secretary of 
Agriculture, designated by the President May 26, 1954, with a recom- 
mendation that ‘* * * the Congress give prompt attention to its pro- 
posals’; and 

“Whereas it is stated, at page 84 of the Economic Report of the 
President, transmitted to the Congress January 24, 1956, that ‘in 
due course, legislative proposals will be submitted to implement the 
recommendations’ of the Presidential Advisory Committee on Water 
Resources Policy, but no such proposals have yet been submitted to 
the Congress and instead it is indicated that the recommendations may 
be implemented by direct action of the executive agencies; 

“Whereas notwithstanding that the conditions recited in this res- 
olution result by reason of policies or actions under more than one 
national administration and by more than one branch and depart- 
ment of the Federal Government, it is desirable that this Congress 
initiate proper corrective action: Now, therefore, be it 

“Resolved, That it is the sense of the Senate that the stabilization 
of the national economy and the effectuation of the wisest, most or- 
derly, and most economic utilization of the land and water resources 
of the Nation for the widest possible public benefit require that the 
Congress continue to exercise all of its constitutional powers to en- 
courage the conservation and development of such resources to es- 
tablish national policy pertaining thereto, and that any nullification 
by the executive agencies of this long-established principle would con- 
stitute a usurpation of the legislative power. 

“Sec. 2. That land and water resources development should be 

lanned on comprehensive bases and with a view to such an ultimately 
integrated operation of component segments as will insure the realiza- 
tion of an optimum degree of physical and economic efficiency. 

“Sec. 3. That the number of Federal agencies, offices, and organ- 
izations having to do with the planning and review of projects for the 
conservation and development of land and water resources should be 
reduced, rather than increased, and that technical and administrative 
routing and review procedures should be simplified and shortened in 
order to facilitate and to accelerate the submittal of reports to the 
Congress in support of requests for the authorization of projects. 

“Sec. 4. That reports to the Congress in support of requests for the 
authorization of projects for the conservation and development of 
land and water resources should include evaluations Salis in ac- 
cordance with criteria prescribed by the Congress, and that they should 
fully disclose the details and results of all studies and analyses of all 
potential utilizations, costs, allocations, payout, and benefits, both 
direct and indirect, made by all interested operating agencies. 

“Sec. 5. That the preservation of the constitutional principle of 
separation of powers requires that any departure by the executive 
agencies from the observance and employment of the policies, stand- 




















CONSERVATION AND DEVELOPMENT OF WATER RESOURCES 41 


ards, procedures, and techniques reflected in and growing out of the 
law governing the conservation and development of the land and water 
resources of the Nation be effected only after approval by the Congress. 

“Src, 6. That the Committee on Interior and Insular Affairs and the 
Committee on Public Works be, and they hereby are, directed jointly 
to study, in consultation with other appropriate committees and execu- 
tive agencies, and to design and to formalize a comprehensive and 
particular ized set of standards and overall criteria for the evaluation 
of all proposed projects for the conservation and development of land 
and water resources, including attention to the several specific factors 
recognized in section 4 of this resolution, all to the end that the Con- 
gress shall fully exercise its constitutional powers, as reflected through- 
out the text of this resolution. The Committee on Interior and In- 
sular Affairs and the Committee on Public Works are hereby directed 
to submit to the Senate, as early as practicable during the first session 
of the Eighty-fifth Congress, a detailed report with respect to their 
implementation of this section.” 

On July 27, 1956, the United States Senate Committee on Interior 
and Insular Affairs and Committee on Public Works issued a memo- 

‘andum to congressional committees, Federal and State agencies, and 
organizations and individuals concerned, requesting “that each agency, 
Federal or State, any organization or individual interested submit its 
views, suggestions or other detailed information to the committees 
* * *” ‘The memorandum further requests that particular attention 
be given to section 4 of Senate Resolution 281. 

The State of California has submitted three previous official reports 
regarding its views on national water resources policy. These are: 

1. Views of the State of California on elements of a national water 
resources policy, submitted to the President’s Water Resources Policy 
Commission, dated June 1950. 

2. Views of the State of California on water resources and power 
func tions of Federal departments and agencies, submitted to the Com- 
mission on Organization of the F Dxecutive Branch of the Government 
Task Force on Water Resources and Power, dated May 3, 1954. 

3. Views of the State of California, presented to Special Subcom- 
mittee on Water Resources and Power, at hearings held in Los An- 
geles, Calif., December 7 and 8, 1955, Hon. Robert E. Jones, chairman, 
with respect to water resources and power report of the Commission 
on Organization of the Executive Branch of the Government (Hoover 
Commission ) which was transmitted to the Congress in June 1955. 

Copies of the three foregoing reports were forwarded to the Sen- 
ate Interior and Insular Affairs Committee, care of Leland O. Graham, 
committee consultant, on April 9, 1956. These reports presented the 
views of the State of California with respect to establishing national 
water-resources policy and covered among other matters: the extent 
of Federal participation in major water-resources programs; ap- 
praisal of the priority of water-resources programs from the stand- 
point of economic and social need; criteria for evaluating the feasi- 
bility of water-resources projects; and suggested additions to existing 
legislation relating to the development, utilization, and conserv vation 
of water resources. 

Additional copies of these reports are available and will be sub- 
mitted upon request. 

86000—57——4 
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Interests of California 


California has had broad and extensive experiences with water- 
resources problems. The total use of water in the State of California 
approximates in quantity the domestic use in the entire United States. 
In developing these water resources, problems have been encountered 
in connection with municipal, industrial, and irrigation water supply. 
recharge of underground water basins, distribution, recreation, flood 
control, navigation, salinity, and pollution control; production of 
hydroelectric power; and preservation of fish and wildlife. 

Pursuant to an act passed by the 1956 State legislature, the State 
department of water resources was created on July 5, 1956. One of 
the principal purposes of this creation was the consolidation of sev- 
eral State agencies, including the State engineer, the former division 
of water resources of the department of public works, the State water 
resources board, and the water project authority, all formerly involved 
in water-resources matters, into one agency. Consequently, the de- 
partment is now the primers: State agency in California dealing with 
water-resources developments and policies. The views expressed in 
chapters IT and III of this report are those of the department based 
upon its own and its predecessors’ experiences and observations of 
water-resources development in California. 


CHAPTER II. WATER-PROJECT-EVALUATION CRITERIA 


It is generally agreed that uniform water-project-evaluation criteria 
should be adopted by the Congress, and be applicable to all concerned 
Federal agencies. However, the Congress to date has not carried out 
such a course of action. Consequently, since evaluation criteria have 
to be formulated and applied in order to investigate and report on 
the feasibility of water projects, the several Federal construction agen- 
cies and the Bureau of the Budget have undertaken this responsibility 
in the absence of congressional direction. E xamples of such assumed 
responsibility are set forth in the report of May 1950 of the Federal 
Interagency River Basin Committee on Proposed Practices for Eco- 
nomic “Analy sis of River-Basin Projects; United States Bureau of 
the Budget Circular No. A-47 of December 31, 1952; and House Docu- 
ment 315 », 84th Congress, 2d session, which is the report on water 
resources policy by the Presidential Advisory Committee on Water 
Resources Policy. 

Section 6, of House Document 315, contains much of the State of 
California’s views on desirable elements of Federal water-resources- 
development policy as set forth in State reports referred to in chapter 
I hereof. However, in order to be more specific regarding some of 
these matters, as well as to show where the State dep: urtment of water 
resources differs with some of the views expressed in House Docu- 
ment 315, and also attempting to comply with the intent of section 
4, of Senate Resolution 281, the remainder of this chapter will set 
forth some basic concepts of water-resources-project evaluation, gen- 
eral principles thereof, and the application of such principles. 

Basie concepts for evaluation of water-resources projects 
Any examination of reports on water-resources projects shows 


clearly the need for further hngnovenient and uniform application of 
rules and standards by which the various projects can be judged and 
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compared. A proper evaluation of any project requires balanced 
consideration of (1) an economic appraisal of those benefits and costs 
which are reasonably measurable in monetary terms, and (2) adequate 
consideration of all values not measurable in monetary terms. 

The public interest in water-resources development extends over a 
wide range and encompasses such things as provisions of economic 
opportunities for a growing population, strengthening the resource 
base upon which the economy of the Nation rests, preservation and 
protection of scienic areas and of fish and wildlife, protection of life 
and health, and many others. There is wide divergence of opinion 
as to whether some of these can be measured and; if measured, whether 
the method of measurement is realistic. 

Many water-resources developments have been largely responsible 
for the settlement of large areas where today there are substantial 
cities, which, in turn, represent large diversified business investments, 
all contributing materially to the national economy. Likewise, other 
large benefits have stemmed, under some circumstances, from the 
removal of the threat of floods, from the development of navigation, 
and from the intensified productivity of land. 

In connection with many major projects there are equally important 
tangible and intangible detriments or damages associated with project 
development, such as the impairment of water quality, disruption 
of established communities, and disruption of local taxing units by 
the removal of land to a tax-exempt status, and adverse effects on 
fish and wildlife resources. It is fully recognized that such detri- 
ments do exist, and that they must be taken into account in deter- 
mining the wisdom of proceeding with proposed projects. 

There should be a complete economic analysis and discussion of 
all the benefits and costs, tangible and intangible, of each project. 
In this analysis, it should be recognized that, from the standpoint of 
the Federal Government, many of these secondary benefits are of a 
local or regional nature. 

General principles 

Certain general principles with respect to water-project evaluation 
would appear clear : 

1. Evaluations made by all Federal agencies should be prepared on 
uniform bases and conform to generally accepted and realistic criteria. 
Uniformity in the preparation of evaluation is essential if realistic 
comparisons are to be made. 

2. The relative merits of competing projects and selection from 
alternative projects are usually best accomplished by comparing the 
benefit-cost ratio for each project. However, such a ratio can com- 
pare only the measurable benefits from a project with the measurable 
costs thereof. 

A benefit-cost ratio greater than 1 to 1 is generally desirable in se- 
lecting a project for further consideration, but it never should be the 
sole determinant. Such a ratio cannot reflect intangible benefits 
and/or intangible detriments, which may be of substantial significance, 
nor can it reflect the public interest. However, if projects are author- 
ized which do not show a favorable benefit-cost ratio, the reasons for 
such action should be clearly indicated. 

3. The final consideration as to selection of a project for construc- 
tion is financial feasibility. Reimbursable project costs should be 
repaid within a reasonable period of time. 
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4. Current project evaluation should be presented at the time of the 
request of authorization, and again at the time of request for funds to 
undertake initial construction if there has been an appreciable delay 
between the two actions. 

Application of principles 

A manual similar to that prepared by the Federal Interagency River 
Basin Committee in 1950 should be prepared and adopted by the Con- 
gress to establish procedures appropriate to the economic evaluation 
of proposed projects for the development of water and related land 
resources. It should embody procedures governing the determination 
of economic justification aad financial feasibility. The former is 
obtained through a comparison of benefits and costs; the latter through 
cost-allocation and repayment analyses. 

Such a manual should include the following definitions: 

(a) “Project” means any integral physical unit or several com- 
ponent and closely related units or features required for the control or 
development of water and/or related land resources within a specific 
area and which can be considered as a separate entity on the basis of 
physical characteristics, functional accomplishment, or economic eval- 
uation. 

(6) “Benefits” mean all the net (gross gain less associated costs) 
identifiable gains or values which are measurable in monetary (tan- 

rible) or nonmonetary (intangible) terms which accrue to a project. 
Jbviously, a benefit-cost ratio can include monetary values only. 

(c) “Primary benefits” mean all identifiable net gains or values 
which are realized directly by project beneficiaries through use of its 
products or facilities but which may or may not be measurable in 
monetary terms. 

(d) “Secondary benefits” mean all net gains or net values which may 
or may not be measurable in monetary terms, which are properly 
creditable to the project, and which are realized over and above those 
included in primary benefits. 

(e) “Intangible benefits” mean all net gains or values attributable 
to a project which are not measurable in monetary terms but which 
are nevertheless entitled to qualitative consideration on the basis of 
significant contributions to the economic strength, social structure, and 
welfare of the State or Nation. 

(f) “Economic costs” mean all of the monetary costs associated with 
construction, operation, and maintenance of a project as well as all 
other identifiable expenses, losses, and liabilities whether measurable 
in monetary or nonmonetary terms that are associated therewith. 

Economic justification (benefit-cost ratio).—Benefits attributable 
to the development of water resources cover many kinds of materials, 
commodities, services, and other components of public welfare and 
prosperity. Measurement of such diverse project effects must depend 
primarily upon their evaluation in monetary terms by use of market 
prices or designed values. 

The benefit-cost ratio should constitute the major element upon 
which economic justification will rest. Main reliance should be placed 
on primary benefits although secondary benefits when properly evalu- 
ated may be separately considered. 

No component of a project should be developed beyond the point 
where the benefits added by the last increment are equal to the cost 
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of its inclusion. Expression of project benefits and costs in monetary 
terms should be predicated on prices current at the time of investi- 
gation in the case of construction costs, for instance, and on a 5- to 
10-year moving average price level current at the time of investigation 
in the case of annually recurring costs and benefits. 

The wide difference in interest and taxes applicable to public and 
private investment raises a special problem in project evaluation. 
In order to assure proper resource development by either public or 
private means, a consistent basis for treating taxes and interest is 
essential. In this regard, it is recommended that the Federal long- 
term borrowing rate be considered appropriate for interest charges 
in computing both project costs and costs of alternative means. In 
order to properly reflect diffrent risk factors, a higher rate of interest 
should generally be used in converting deferred benefits and all private 
costs to annual equivalents. 

It is recommendyed that the evaluation period for estimating bene- 
fits and costs be the economic life of the project, or 50 years Sevend 
the date at which particular features go into service, whichever is 
less. Annual costs chargeable during the evaluation period should 
include amortization with interest of all initial investment costs, 
amortization of major replacements, and operation and maintenance 
costs. Benefits attributable to the evaluation period should include 
only those annually accruing during the period. The vicissitudinous 
nature of the future, together with recognition of the actual periods 
of time in which Federal, State, and other public entities must pay 
off their borrowed funds, should preclude consideration of a period 
longer than 50 years, 

Primary benefit calculation criteria—While secondary benefits may 
be included in the measurement of project effects, main reliance should 
be placed on primary benefits pursuant to the following criteria: 

1. Primary irrigation benefits should be calculated from compar- 
ative summaries of farm budget data representing estimated future 
stages of development in a proposed irrigation project service area 
under project and preproject conditions. These summaries should 
show net farm income under the respective conditions of probable full 
development, eliminating credit for production derived from the use 
of any available nonproject water supply. The resultant differential 
net farm income should be considered the primary benefit attributable 
to project irrigation water service. 

2. The primary benefit attributable to the use of project water for 
domestic, municipal, and industrial purposes is taken to be its value 
at the points of delivery from the project. The value of such water is 
measured by the lesser of the following two figures: 

(a) The estimated cost of the most economical alternative 
supply at common points of delivery; or 

(6) the estimated value to the users in cases where alternative 
cost would exceed the maximum rates at which such water could 
be marketed. 

3. The benefit attributable to the generation of hydroelectric power 
should be the estimated maximum vendible value of the capacity and 
energy to be provided by the project. 

4. Flood-control benefits should reflect the avoidance of losses and 
improved land use made possible by the project. Determination of 
such benefits will require varying treatment depending upon the par- 
ticular conditions. Damage to physical property should be expressed 
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in terms of restoration or replacement cost. Agricultural losses other 
than those associated with capital goods should be measured by the 
market value of lost production adjusted for costs not incurred and 
possibilities of replanting. Reductions and losses due to interruption 
of business, industry, traffic, and communication should be measured 
from estimates of the net value of goods and services not produced 
during the flood period; the replacement cost of stock lost by spoilage ; 
increased operation cost for continuing business; and maintenance of 
roads and utility services. 

Increase in net income from improved land use would be derived by 
applying an estimated rate of return to the increased property value 
or by direct estimate of the increased earning power of the property. 

5. Salinity-control benefits should be subject to essentially the same 
type of criteria used in evaluating flood-control benefits. That is, the 
project should be credited with reduction in salinity damages that 
occur to crops and other investments and to increase in net income 
resulting from more intensive and continuous land use. 

6. Navigation benefits should be computed as follows: 

(a) For traffic which will move in the absence of the project, 
the benefit should be the differential between expected costs of 
movement by nonwater transport and expected costs of movement 
by water transport; 

(6) For traffic which will not move without the waterway im- 
provement, but which will move by water if the project is built, 
the benefit should be the differential between the cost of trans- 
portation by waterway and the highest cost at which it would be 
feasible for the traffic to move; 

(c) Where the project improves an already navigable water- 
way, the benefit should be the differential between the expected 
costs with and without the project of moving traffic on the water- 
way. 

7. With respect to recreation and fish and wildlife, the department 
of water resources is currently studying the matter. At this time, 
it is tentatively recommenced that a minimum expenditure per day 
per recreationist be used as a partial measure of recreation Siesadibas 
together with an analysis of the intangible benefits accruable from 
recreational facilities. The technique of evaluating minimum expend- 
iture per recreationist-day has not yet been fully worked out. The 
foregoing recommended method would directly relate project expend- 
itures for these purposes to magnitude of use, and thus place recrea- 
tion and fish and wildlife benefits on a more comparable basis with 
irrigation, power, and other benefits. 

Economic costs.—Project-construction cost should include payments 
made to contractors; expenditures for acquisition of lands, easements 
and rights-of-way ; water sights; relocation of facilities and settlement 
of damage claims; public-health protective measures; expenditures 
for protection; restoration or replacement of fish and wildlife and 
recreational resources; and payment of appropriate portions of engi- 
neering, administrative, and general piatiaed expenses. Also, there 
may be instances in which operation and maintenance expenses may 
be incurred during the construction period and prior to full operation. 
In some instances, development costs of a transitional nature, such as 
rectifying adverse effects on local government services, should be con- 
sidered a part of project-construction costs although they go beyond 
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those required for construction of physical features. Costs of inves- 
tigation prior to authorization of a project should be excluded from 
project cost in determining the economic justification for the project. 

An element of economic cost that needs further consideration is 
that payments made for acquisition of irrigable and habitable land 
for public-improvement purposes, though reflecting market value, do 
not usually reflect the true, long-term economic loss. Studies should 
be made to ascertain what allowance should be made for this difference 
in evaluating the economic cost of a project. 

An important spect of the water-project evaluation, that may or 
may not be an economic cost, is whether the project can obtain assured 
water rights needed to operate the project. Before a project is author- 
ized there should be furnished reasonable assurances by the affected 
States that sufficient unappropriated water exists for the project, and 
that prior to project construction necessary action to acquire such 
water rights be initiated. 

Construction of large projects, although swelling local payrolls and 
increasing the volume of goods and services produced in the project 
area, ofttimes works a hardship on units of local government. Taxable 
property is taken off the tax rolls, increased fire and police protection 
are needed, augmented water and sewer facilities are needed, and in- 
creased elementary- and high-school enrollment occurs. The depart- 
ment of water resources has just completed a thorough study of the 
impacts on local government and educational facilities caused by con- 
struction of large dams, and concluded that the increased expendi- 
tures for education and police, fire, sewer, and other services exceed 
the increased revenues accruable from taxes, licenses, fines, etc. The 
most severe single impact is on a local school plant facilities. Such 
studies should be made on a nationwide basis in order to serve as a 
basis for congressional policy in connection with proposed large 
Federal projects. 

Interest during construction should be considered an element of 
economic cost, since it represents the earnings of capital not realized 
during the time when funds are employed in construction prior to the 
time when earnings commence from the facilities constructed. 

If the economic life of a project exceeds the recommended 50-year 
period of analysis, salvage value may be deducted from the invest- 
ment cost to determine the net cost to be amortized over the period of 
analysis. 

Economic cost should also include operation, maintenance, and re- 
placement costs which are annually recurring costs required to ad- 
minister and service the physical facilities of the project, thus insur- 
ing that it is kept operational and continues to fulfill its assigned 
functions. 

A sinking-fund factor should be used to calculate the amount re- 
quired annually for accumulating the replacement cost of component 
items having a useful life less than the period of analysis. The Fed- 
eral long- term borr owing interest rate should be the rate used in de- 
termining the sinking-fund factor. 

Proper benefit-cost. comparison should be made on a common time 
basis, preferably in terms of average annual equivalents. All appro- 
priate costs, Federal and non-Federal, should be accounted for in 
deriving benefits for comparison with project costs. 
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Cost allocation.—The primary need for cost allocation arises when 
a project serves two or more purposes which have different require- 
ments as to repayment of project cost. The objective of cost allocation 
is to provide for equitable distribution of the total multiple-purpose 
cost among the several purposes served. The use of one structure or 
facility to provide for more than one purpose involves less cost for all 
of the associated purposes than would be the case if a separate struc- 
ture were provided for each purpose. Upon this foundation rests the 
basic principle of cost allocation ; that is, the savings derived through 
the use of multiple-purpose structures or facilities should be shared 
by all purposes, 

The cost of project facilities which are provided to serve a single 
purpose obviously should be allocated wholly to that purpose. This 
is normally the minimum allocation to a specified purpose; it should 
be the specific separable purpose, depending on the method of alloca- 
tion used. It is possible that savings accruing from the construction 
of a multiple-purpose structure will be so great, compared with sev- 
eral single-purpose structures, that the sum of the normal minimum 
allocation by purpose will exceed the multiple-purpose project cost. 
In such cases, the joint savings of multiple-purpose construction 
should be distributed proportionately among the several purposes as 
a credit to determine the final appropriate minimum allocation to 
each purpose. 

The maximum allocation to each purpose should be normally the 
value of its benefits of its alternative single-purpose cost whichever is 
less. After assignment of a minimum allocation to each project pur- 
pose, an increment of a costs, or remaining joint cost, should be 
apportioned among the several project purposes. This residual 
should be distributed on a proportional basis in accordance with the 
remaining benefit for each purpose. 

In the final analysis, an equitable distribution of costs for a mul- 
tiple-purpose project should rest on the values created by the project 
in terms of the several purposes served. Benefits are the measure of 
these values, but they may be limited by the alternative cost of pro- 
duction. Both investment and operation costs may be combined to 
produce benefits, whether for the project or an alternate, and these 
cost components may be combined in different proportions to yield 
the same approximate benefit or serve the same purposes. It is there- 
fore important that cost allocation provide for the apportionment of 
total project cost by simultaneous consideration of both components 
of this cost. 

Project cost should be apportioned without regard to the ability 
of any particular purpose to repay its allocated cost. 

As indicated in House Committee Print No. 23, 82d Congress, 2d 
session, dated December 5, 1952, there are a number of methods of 
cost allocation which might be appropriate for use in conjunction 
with the development of water resources. A1Il of these methods have 
been tested, and each has been found to have certain advantages and 
disadvantages. Therefore, it cannot be reasonably established that 
there is any one best method for use in all instances. On the basis of 
comparative advantages and disadvantages, the separable costs-re- 
maining-benefits method is generally recommended for use in the cost 
allocation of large projects. 
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Repayment.—The pay-out analysis is essential in the determination 
of financial feasibility of a proposed project. It summarizes the 
project costs allocated by function, the costs to be repaid, the con- 
templated pay-out period, and the probability of repayment. It also 
shows what rates should be charged for water and power to pay off 
their allocated share of the costs, to what extent each project purpose 
has to be subsidized, if any, and, if so, the source of the subsidizing 
funds. 

A repayment study should constitute an integral part of all detailed 
project-planning reports. The costs considered in such a study should 
en all nonreimbursable costs but include all reimbursable items 
of expense associated with the project, including operation and main- 
tenance of major project facilities during the pay-out period. It 
should exclude appropriated funds expended for investigational or 
other purposes as provided for by the Congres Prior to authoriza- 
tion of a project the Congress should require adequate assurances from 
project beneficiaries that reimbursable project costs will be repaid. 

Costs allocated to reimbursable functions should be amortized over 
a2 maximum period of 50 years, excluding a limited development period 
in special cases. Interest on the unpaid balance should be charged 
at the current cost of long-term money to the United States, except 
where under Federal law costs are repayable on an interest-free basis. 

Reimbursement should be accomplished by contracts entered into 
between the United States and appropriate water-service organiza- 
tions. The latter may include a State or other agency which might not 
sell directly to the consumer but which would, in turn, execute con- 
tracts with water or power using groups. Repayment contracts should 
provide adequate assurance of repayment. Such contracts also should 
set forth the price per unit and the basis or bases for future revision 
of such prices. 

Project revenue will, in the main, accrue from contracts for delivery 
of power and water made available by the project. The expected reve- 
nue from power should be based upon its maximum market value. 
Power sales may provide revenue in excess of that required to repay 
the cost allocated to power. The same situation may also prevail 
in the case of municipal and industrial water in that the quantity of 
water required for this purpose is not necessarily a true index of its 
relative importance or value and the makeup of specific total costs 
assignable to it may vary considerably from that applicable to irri- 
gation. In accordance with Federal law, any excess revenue would be 
utilized to assist in repaying the costs allocated to irrigation. Since 
the latter function falls within more restrictive limits as to its repay- 
ment ability, the determination of payment capacity for irrigation 
water should constitute the initial and basic phase of repayment anal- 
ysis. Payment capacity for irrigation water is defined as that portion 
of the increase in the water-users income attributable to the use of 
sroject water that remains after all production costs, except water, 
hae been met. If profit or management income is not included in the 
»roduction costs, then only a portion of the remaining income should 

e considered as available for payment of water costs. After the irri- 
gation water rate is determined, based upon payment capacity and 
willingness to pay, then it can be determined to what extent, if any, 
irrigation has to be assisted by other project income or nonproject 
income. 
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The State department of water resources objects to the use of the 
so-called Collbran formula, whereby repayment of a part of the cost 
of irrigation features would be deferred until the costs that are in- 
terest bearing have been repaid, with such noninterest-bearing irriga- 
tion costs thereafter to be repaid from power revenues. The use of 
the Collbran formula results in a tendency to divert necessarily limited 
Federal funds to marginal projects at the expense of more feasible 
projects which could otherwise be built. 


CHAPTER ITI, PLANNING AND REVIEW OF PROJECTS 


While the number of Federal agencies and their procedures are not 
strictly within the scope of the study set forth in section 6 of Senate 
Resolution 281, it is directly related. 

From the reference to House Document No. 315, 84th Congress, 
2d session in the third recital of Senate Resolution 281 and the general 
tenor of section 3 of resolution 281, it appears that the Senate is some- 
what critical of the organizational ‘proposals of the report of the Pres- 
idential Advisory Committee on Water Resources. In brief, the Pres- 
idential Advisory Committee recommended the following organiza- 
tion plan: (1) Water resources committees on a regional or river- 
basin level composed of Federal and State representatives; (2) Inter- 
agency Committee on Water Resources composed of heads of Federal 
agencies involved in water programs; (3) Coordinator of Water Re- 
sources to keep the President in direct contact with the Interagency 
Committee and other Federal agencies; and (4) Board of Review for 
Water Resources to evaluate proposed projects in the light of policy 
established by the Congress and criteria established by the Coordina- 
tor of Water Resources. 

In general, the State of California would not be opposed to these 
proposals of the President’s Advisory Committee. Considered to- 
gether, the four proposals are not as complex as might be expected on 
a cursory examination. Actually, they are each designed to accom- 
plish a meritorious end. 

The water resources committees would tend to assure coordinated 
planning by appropriate Federal and State representatives. This is 
a desirable and seemingly necessary extension of the policy established 
by the Congress in the project review requirements set forth in the 
Flood Control Act of 1944. In this regard, it is recommended that the 
United States Department of Agr iculture, in connection with its 
reports on watershed flood-control and water-conservation projects, 
be required by law to submit such reports to the affected States and 
concerned local agencies as is now required of the Corps of Engineers 
and Bureau of Reclamation. 

The Interagency Committee on Water Resources would perform a 
necessary function if it correlated and coordinated the functions of 
the various Federal agencies involved in water development or use. 
Such coordination should lead to elimination of duplication of effort 
and expense and should undoubtedly speed the planning of projects 
since any source of possible friction and competition between Federal 
agencies could be resolved at the outset. 

The Coordinator of Water Resources, who would act as chairman of 
the Interagency Committee, would provide the direct avenue of Presi- 
dential direction to that committee and the Bureau of the Budget on 
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water matters. There is some question of whether the creation of such 
a position is necessary since the President already has the power to 
control and direct the heads of the various ranean However, 
the new position might provide for a more expeditious expression and 
exchange of the views of the Chief Executive and his departmental 
chiefs which should accelerate the planning of proposed projects. 

The Board of Review for Water Projects should provide for the 
President an independent review of all proposed projects. Such a 
Board should enable the President to more clearly evaluate each pro- 
posed project and to propose programs for construction on a compre- 
hensive basis. 'The Board should also perform a useful function for 
the Congress in requiring that all reports conform to the policy 
established by the Congress. However, one objection to the propo- 
sal of the Presidential Advisory Committee should be ealiiteeaedl On 
page 19 of House Document No. 315, it is stated that the Board of 
Review should “* * * evaluate, in the light of policy established by 
the Congress and criteria established by the Coordinator of Water 
Resources, all reports * * *” [Emphasis supplied.] Criteria for de- 
termining the economic and financial feasibility of projects should 
be established as much as possible by the Congress and not alone by 
the executive branch. Accordingly, it is recommended that the Con- 
gress pass such legislation as may be required to establish criteria for 
use by the Board of Review. The Board of Review should be the 
final authority insofar as the executive branch is concerned, in the 
determination of the justification and desirability of projects. 

With respect to the portion of section 3 of Resolution 281 which 
recommends the simplification in technical and administrative rout- 
ing and review procedures, the State department of water resources is 
in accord. Such improved routing and review could take place with- 
in the organizational framework proposed by the Presidential Advi- 
sory Board. The Department endorses the principle that all project 
reports should be submitted expeditiously to the Congress, but it also 
believes that these reports should contain adequate information and 
conform in all respects to uniform standards established by the Con- 
gress. Both of these objectives—efficient review procedures and com- 
pleteness of reports—are deemed necessary to a successful water- 
resources development program. 

The foregoing review procedures should also include provision for 
requiring Federal agencies to analyze the comments submitted by the 
affected States and others and to state in their final reports the action 
taken on these comments and the reasons for such action. 





—— 


CHAPTER IV. CONCLUSIONS 


In conclusion, it is believed that the Congress should prepare a 
manual on water-project evaluation criteria that would set forth par- 
ticularized procedures and techniques dealing with calculations of 
benefits and costs, cost allocation, and repayment that would be uni- 
formly applicable to all Federal agencies. Some of the concerned 
Federal agencies have already developed such manuals for their own 
use. Also, there are numerous reports available by non-Federal 
agencies to serve as guides in formulating such criteria. The de- 
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partment of water resources offers its assistance either in assisting in 
preparing a draft of a proposed manual, or reviewing and comment- 
ing upon such a draft. 






















































Strate or CALIFORNIA, 
Cororapo River Boarp or CALirornia, 
Los Angeles, October 3, 1956. 
CHAIRMAN, 
Committee on Interior and Insular Affairs, 
United States Senate, 
Senate Office Building, Washington 25, D.C. 

Dear Mr. CuHatrman: In response to request dated July 27, 1956, 
by the Committee on Interior and Insular Affairs and the Committee 
on Public Works, of the United States Senate, the Colorado River 
Board of California submits comments attached hereto in regard to 
Senate Resolution 281 of the 84th Congress, 2d session, relating to 
water resources projects and the standards and criteria for Federal 
participation in such projects. 

The Colorado River Board was created by act of the California 
legislature in 1937 to preserve and protect the interests of California 
agencies in the waters of the Colorado River system. Members of the 
board are appointed by the Governor. They represent southern 
California agencies comprising water and hydroelectric power users 
with aggregate rights to the beneficial consumptive use in California 
of 5,362,000 acre-feet of water annually and the use of about 1 million 
kilowatts of hydroelectric power from the Colorado River. These 
users include the operators of over one-half million acres of irrigated 
land, over 6 million persons served with domestic and industrial water 
in the metropolitan area of southern California and over two and 
one-quarter million persons served with hydroelectric energy gener- 
ated at Hoover Dam and other plants on the lower Colorado River. 
In performance of its duties the board negotiates with agencies of the 
Federal Government and other States in regard to rights to the use of 
Colorado River system water and the development and use of water 
resources of the Colorado River Basin; and submits its views and 
recommendations to the Governor of California and to the Congress 
concerning existing and proposed measures which involve major 
questions of water development policy affecting California’s rights 
and interests in the Colorado River. 

Respectfully yours, 
Frep W. Simpson, 
Chairman. 
Raymonp Matruew, 
Chief Engineer. 


Ocroser 3, 1956. 


Comments or Conorapo River Boarp or CaLirorNia REGARDING 
STANDARDS AND CRITERIA FOR FeperAt ParricreaTIoN IN WATER 
Resources Prosgects 


SENATE RESOLUTION 281, 84TH CONGRESS, 2D SESSION 





Section 6 of the resolution directs the two committees to design and 
formalize “a comprehensive and particularized set of standards and 






CONSERVATION AND DEVELOPMENT OF WATER RESOURCES 53 


overall criteria for the evaluation of all proposed projects for the con- 
servation and development of land and water resources.” With this 
objective the Colorado River Board of California is in accord. The 
board for a number of years has urged repeatedly that the Congress 
adopt a uniform set of ‘standards and criteria for that purpose, and 
has called attention to the lack of uniformity among Wederal agencies 
in the evaluation of water-resources projects. 

In particular, the Colorado River Board has objected to the tendency 
in recent years to relax the requirements for showing feasibility of 
reclamation projects by such devices as: the pve to apply the 
interest component of power revenues from multiple-purpose projects 
toward replayment of costs of irrigation features of such project or 
other projects; the introduction of the so-called Collbran formula, 
whereby repayment of a part of the costs of irrigation features would 
be deferred perhaps scores of years until the costs of the power fea- 
tures had been repaid, such irrigation costs thereafter to be repaid 
from power revenues; and the pooling of power revenues from power 
projects to repay the costs of unrelated irrigation projects. ‘These de- 
vices of using the interest component of power revenues to pay irriga- 
tion construction costs or of postponing repayment of irrigation costs 
until interest-bearing costs have been repaid both result in hidden sub- 
sidies which, considering the time value of money, may be several 
times the original construction cost. Such hidden subsidies will greatly 
exceed the subsidy contemplated by the waiver of interest on irrigation 
costs during the 40-year repayment period, plus not to exceed the 
10-year development period established by existing law. Reports pro- 
posing such repayment plans have failed to set forth the amounts of 
the hidden subsidies. Resort to such devices obscures the facts and 
issues involved. If irrigation projects are needed badly enough to 
justify subsidization, the amount of subsidy required should be com- 
pletely and clearly disclosed so that the Congress may act with full 
knowledge as to the economic and financial effects. It is believed that 
the lack of uniformity among the Federal agencies and the use of 
these devices departing from reclamation law in the evaluation of ree- 
lamation projects or multiple- purpose projects have been caused pri- 
marily by the absence of specific congressional guides for the 
evaluation of such projects. 

Furthermore the Congress itself has been instrumental, perhaps 
inadvertently, in the trend aw ay from established policy and stand- 
ards, by reason of the enactment of piecemeal legislation for specific 
projects wherein the Congress apparently decided that circumstances 
peculiar to the projects warranted relaxation of the repayment require- 
ments of existing law. An example is the authorization of the Coll- 
bran project in Colorado providing for postponement of the repay 
ment of irrigation costs until the interest-bearing costs have A 
repaid, described above as the Collbran formula. Despite the definite 
statement by the committee which reported the bill that the special 
repayment provisions for the Collbran project should not be con- 
sidered as establishing a precedent, the tendency has been on the part 
of some of the Federal agencies to construe the provisions of that 
project authorization as congressional approval of that repayment 
plan for general application ; “and such repayment plan has been pro- 
posed and recommended by certain Federal agencies to be applied to 
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other projects where conditions are entirely dissimilar to those of 
the Collbran project. 

The Colorado River Board suggests that, if and when the joint com- 
mittees have drafted a set of standards and overall criteria, an oppor- 
tunity be afforded to all local, State and Federal agencies interested 
and concerned in water-resources development to review and submit 
comments thereon. It is further suggested that, in addition to setting 
up standards and criteria for evaluation of projects, the committees 
and the Congress should clearly define the functions and fields of 
activity of the several Federal agencies dealing with land and water- 
resources development so as to prevent any overlapping. 

In connection with the complex task of drafting a set of standards 
and criteria, it is believed that the committees might be greatly as- 
sisted by a board of experts on land and water-resources development ; 
and for this purpose, the Congress might well create the independent 
Board of Review subsequently recommended herein. 

The Colorado River Board agrees in principle wih section 4 of the 
resolution which states: 

“Src, 4. That reports to the Congress in support of requests for the 
authorization of projects for the conservation and development of land 
and water resources should include evaluations made in accordance 
with criteria prescribed by the Congress, and that they should fully 
disclose the details and results of all studies and analyses of all po- 
tential utilizations, costs, allocations, payout, and benefits, both direct 
and indirect, made by all interested operating agencies.” 

The Board believes that the criteria should be laid out in specific 
detail sufficient in scope to comprehend all types of water-resources 
projects, and that the criteria should be uniformly applied to all 
projects and in all reports on proposed projects. 

The Colorado River Board agrees with the objective in section 3 
of the resolution that the planning and review of projects should be 
“simplified” to the extent possible, but it does not believe that the plan- 
ning and review can be “shortened” in all cases without sacrificing 
the effective participation of all concerned and without running the 
risk of authorizing projects which may be fundamentally unsound and 
therefore detrimental rather than beneficial to the national welfare. 
In particular, it is believed that the period of time for review and 
comment on proposed complex multiple-purpose projects by the af- 
fected States, should be lengthened rather than shortened. In this 
connection it is also believed that an independent Board of Review 
should be established to insure uniform application of the standards 
and criteria for the evaluation of projects and the proper appraisal 
of all projects in their relation to one another and to the national 
welfare. 

BUREAU OF THE BUDGET CIRCULAR NO. A—47 


The Colorado River Board feels that the issuance of Circular No. 
A-47 was necessitated by the lack of uniformity in standards which 
prevailed, whether that void should have been fulfilled by the legis- 
lative or the executive branch of the Government, The issuance by 
the executive branch of Circular A-47 is considered appropriate un- 
der the circumstances, as an attempt to bring about uniformity and 
consistency in the appraisal and evaluation of projects. Lack of 
uniformity and consistency result in discrimination among different 
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projects as to their overall or national value, and hence discrimination 
among different regions and communities. 

The board believes that the standards and criteria set forth in A-47 
are generally sound although some clarification or minor amendment 
may be considered desirable. The criteria permit the development, 
analysis and presentation by the diverse Federal agencies of data on 
water-resource projects in a consistent and uniform manner and pro- 
vide a clear basis for policy decisions, with a full understanding of 
their economic and budgetary effects, by the President and Members 
of Congress. It is considered that Congress should adopt standards 
and criteria substantially in accord with Cireular No. A-47, lending 
these standards greater weight through the force of law. Thus the 
evaluation by executive agencies of proposed Federal undertakings in 
the field of water resources would be more clear cut and simplified, 
and the overall comparison of projects, one with another, would be 
more equitable. The power of selecting those projects which are to 
be authorized should remain in the hands of the Congress where it 
belongs, rather than in the hands of the executive agencies of the 
Federal Government. The weighing of intangibles and of secondary 
and indirect benefits, which might cause one project to be preferable 
over another even though both were equally sound or unsound from 
a purely financial standpoint, should be in the discretion of the Con- 
gress, and whatever discrimination may result among projects and 
thus among different regions and communities must be the responsi- 
bility of the Congress and not of the executive agencies. 

The Colorado River Board does not consider this to mean, how- 
ever, that there should be no review, comment and recommendation 
made to the Congress by a proper executitve arm of the administration 
with respect to proposed projects reported upon by the action agencies 
of the Government such as the Departments of ‘the Interior, “Army, 
and Agriculture. On the contrary, in the opinion of the board it 
is a proper function of the executive branch to make a most careful 
review of all such proposals, in view of the executive responsibility 
for the budgeting of Federal expenditures and determination of the 
importance and need of various proposals as related to available Fed- 
eral funds; and a proper agency of the executive department should 
thoroughly review all pr oposals for water-resources development and 
submit recommendations to Congress either for or against, in the 
public interest. In fact, as previously stated, it is believed that such 
review should be strengthened by providing for an independent board 
of review. 

In the review of proposed projects it is believed proper for the 
executive branch of the Government to analyze intangibles and sec- 
ondary and indirect benefits to give some guidance to the Congress 
with respect thereto; however, the importance of such items should 
be de-emphasized, and the selection of projects should be based pri- 
marily upon direct benefits which can be weighed in dollars. 


REPORT OF THE PRESIDENTIAL ADVISORY COMMITTEE 


The report of December 22, 1955, by the Presidential Advisory 
Committee is, in the opinion of the board, a substantial effort. of use- 
fulness to the Congress in achieving the purposes of Senate Resolu- 
tion 281. As one of several such efforts made in the past few years, 
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the report is deserving of serious consideration. It was transmitted 
to the Senate and House of Representatives by the President on Janu- 
ary 17, 1956, specifically “for the consideration of the Congress,” 
with the recommendation that “the Congress give prompt attention 
to its proposals.” 

With respect to the major recommendations of the Presidential 
Advisory Committee appearing on pages XI and XII of the printed 
report, the Colorado River Board of California is in general agree- 
ment with the principles enunciated as to criteria and standards for 
evaluation of projects. As to the matter of organization, the board 
takes no specific position other than to urge and recommend that a 
truly independent board of review be created to assist the President 
and the Congress in analyzing, evaluating and appraising the many 
and varied proposals by the different Federal agencies for the author- 
ization and construction of water-resources developments. As stated 
on page 19 of the Advisory Committee report the establishment of 
such a board to provide completely objective, expert advice on the 
engineering and economic feasibility of proposed projects has been 
saciealennel by most of the organizations throughout the country 
which have studied the water-resources problem. 

Furthermore it is believed that as stated on pages 24 and 25 of 
the Advisory Committee report, intelligent evaluation of the numer- 
ous water-resources projects proposed throughout the United States 
necessitates further improvement and maintenance of rules and stand- 
ards by which the various projects can be judged and compared, and 
that uniformity among the Federal agencies in the preparation of 
all evaluations is essential if accurate comparisons are to be made. In 
essence the general principles and the guides for the application there- 
of, appearing on pages 25 to 28 inclusive of the Advisory Committee 
report, are Seared sound and meritorious for adoption by the 
Congress. 

STATEMENT OF PRINCIPLES 


The following statement of principles was submitted by the Colo- 
rado River Board of California on May 3, 1954, in substantially the 
same form to the Task Force on Water Resources and Power of the 
Commission on Organization of the Executive Branch of the Govern- 
ment (Hoover Commission). The board herewith reaftirms this state- 
ment. In general it will be noted that this statement of principles 
is consistent with the objectives and standards set forth in Budget 
Bureau Circular A-47 and with the recommendations of the Presiden- 
tial Advisory Committee on Water Resources Policy. Principal dif- 
ferences appear to be in matters of emphasis, rather than in funda- 
mental disagreement. For example, the board, as stated in item 7 
below, would deemphasize the use of benefit-cost ratios in justification 
of reclamation projects particularly, and urges that the ability of the 
project to repay reimbursable costs be retained as the established cri- 
terion to be used as a final yardstick of justification. This is believed 
to be a sound view and in accordance with past legislative history as 
well as good economic policy. 

1. Policy decisions.—Decisions as to national water-development 
policy should stem from the people and be formulated through their 
elected representatives, with advice and assistance of the executive 
departments of the Government. 
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Public policy should be formulated by objective consideration of 
longtime resource needs. The propriety of the use of Federal funds 
for construction of new irrigation projects should be weighed in fair 
perspective with the need for and benefits from use of public funds 
in other fields of Federal conservation activity to increase food and 
fiber. Caution should be exercised to avoid development of water 
resources so far in advance of actual needs that the national economy 
will be unduly strained to carry the costs. roel we 

Orderly development should avoid establishment of irrigation 
projects of questionable feasibility which would compete with indus- 
trial and municipal uses for the available water supplies. Where 
water rights are in controversy authorization or detailed planning of 
new projects should await resolution of such conflict. 

2. Federal controls and actwities—Federal controls of water- 
development projects should be kept at a minimum. Other than the 
collection and publication of essential basic data and the necessary 
research, activities of Federal agencies in the water-resources program 
should be confined to investigation, design, and construction of proj- 
ects upon which Federal funds are to be used. 

Congress should reserve to itself the power to authorize Federal 
projects, and to pass on allocations of the costs thereof. 

3. State and local activities.—Participation of the States and their 
agencies in, and their responsibility for planning, execution, financing, 
and control of water-development projects should be the maximum 
practicable. There should be maximuin feasible local autonomy in 
the administration, operation, and maintenance of Federal projects 
and the opportunity to acquire title thereto upon full repayment. 

4, State water laws.—The integrity of the water laws of the States 
and of water rights acquired thereunder should be preserved. 

5. Procedures and standards—A sound and. realistic code of criteria 
and rules of procedure for investigation of and reporting upon poten- 
tial water-resources development should be compiled under the diree- 
tion of the Congress with the understanding that there be uniform 
observation by all Federal agencies. The code should include sound 
standards for determination of feasibility of water projects and for 
allocation of costs of such projects among their various functions. 
Hidden subsidies such as the use of the interest component of power 
and domestic water revenues to repay irrigation capital charges, re- 
payment of the interest-bearing debt before any of the non-interest- 
bearing debt is repaid, and failure to account for the cost of interest 
on funds advanced during the construction period, should be 
eliminated. 

Projects should be evaluated on their individual merits, on the basis 
of need, engineering feasibility, and ability to repay the reimbursable 
costs and other necessary charges. 

6. Board of review.—All reports and recommendations by Federal 
agencies on water-resources projects should be subject to review and 
approval by a board of qualified authorities, which should be inde- 
pendent of the other agencies. 

1. Feasibility.—Ability of the project to repay reimbursable costs 
should be retained as the established criterion for the irrigation, 
municipal water supply and power features of a reclamation project. 
Use of benefit-cost ratios in justification of reclamation projects should 

86000—57-—_5 
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be confined to such pertinence as they have to the support of non- 
reimbursable allocations. 

Where pertinent, benefit-cost analyses should be based primarily 
upon direct tangible benefits, and should be limited to periods not 
longer than 50 years. The analyses should take into account all 
economic costs and detriments associated with the production of the 
estimated benefits, including direct and induced costs and detriments, 
of whatever kind and by whomsoever incurred. 

8. Allocation of costs——The financial burden supported by power 
and municipal water supply in a multiple-purpose project should not 
exceed the amounts they would have to pay if irrigation were not one 
of the purposes. Permissible Federal investment in irrigation should 
be limited by some established relation between construction cost and 
the market value of the land when developed, or other similar criteria. 

Nonreimbursable cost allocations to such largely intangible func- 
tions as recreation and the preservation of fish and wildlife should be 
limited to the costs added to the project solely for those functions. 

9. Repayment.—The period for repayment of costs allocated to irri- 
gation should be limited to a maximum of 50 years, excluding a devel- 
opment period of not over 10 years. The period for repayment of 
costs allocated to power, municipal water supply, or miscellaneous 
purposes should be limited to a maximum of 50 years to commence 
with the first delivery of water or power from the project. All reim- 
bursable costs should be repaid ratably and concurrently. 

10. Znterest.—Reimbursable cost allocations to irrigation should 
be interest-free. Reimbursable cost allocations to power and munici- 
pal and miscellaneous water supply should bear interest from date of 
expenditure at a rate not less than the current long-time cost of money 
to the United States, and the rates established for sale of power and 
municipal water should include provision therefor. Interest col- 
lected as part of project revenues should be accounted for and paid to 
the Treasury as compensation for use of funds advanced. 

11. Subsidy to irrigation.—Power and municipal water revenues 
may properly be used to pay that portion of capital costs of multiple- 
purpose projects chargeable to irrigation but beyond the ability of the 
irrigators to repay. Nevertheless, the total financial burden imposed 
on power or municipal or miscellaneous water users should not be 
greater than the cost to them had irrigation not been one of the 
purposes of the project. If additional subsidy to irrigation is re- 
quired, funds therefor should be derived from further State and local 

articipation, or by direct Federal subsidy if approved by the 
ongress. 

The division of costs in multiple-purpose projects, and the full 
amount of any Federal subsidy, ween | the time value of money, 
should be openly and clearly disclosed in the plans and reports on the 

roject. 
F The devices of using the interest component of power and municipal 
water revenues to pay irrigation construction costs, or of postponing 
repayment of irrigation costs until interest-bearing costs have been 
repaid (“Collbran formula”), should be disapproved as misleading 
and not in the public interest. Both would result in hidden subsidies 
of equal amounts which, considering the time value of money, might 
be several times the original construction cost, and would greatly 
exceed the subsidy contemplated by the waiver of interest on irrigation 
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costs during the eer repayment plus not to exceed a 10-year devel- 
opment period established by existing law. The loss to the Nation’s 
taxpayers in unpaid interest would never be recovered in project 
revenues. A project so subsidized would not necessarily be of any 
greater benefit in the national interest than one not so subsidized, 

12. Basin account.—The pooling of power revenues on a basinwide 
or regional basis for the purpose of paying costs of functionally un- 
related irrigation projects, should not be permitted. 

13. Irrigation repayment contracts.—Contracts with irrigation or- 
ganizations, other than for delivery of water during development 
periods and for temporary use of surplus water, should be restricted 
to. repayment contracts with specific provision that the contracting 
organization shall acquire continuing or permanent rights'to the use 
of water for irrigation appurtenant to the land, in accordance with 
State law and section 8 of the Reclamation Act of 1902. Upon full 
repayment of reimbursable irrigation costs, Congress should transfer 
to such organization the title to the works. 

14. Ability of water users to repay.—The amount: of construction 
costs assigned to be repaid by irrigation water users should be reason- 
ably within their ability to repay. As a minimum standard the water 
users should pay 100 percent of the cost of distribution and drainage 
systems, plus 100 percent of the true cost of operation, maintenance, 
and replacements, including the properly allocated cost of power for 
project pumping, plus a substantial percentage of the reimbursable 
construction cost of main water supply works and facilities allocated 
to irrigation. 





Comments or State or New Mexico on S. 281 spy Senator Murray 
AND OrHers CONCERNING FEDERAL WATER POLICY IN THE PROCESSING 
or WATER Use Prosects 


Senate Resolution 281 has been prompted by the progressive intru- 
sion of the executive agencies into the policymaking functions of land 
and water resources development Which properly reside with the Con- 
gress. The preamble of the resolution recites the fact that Circular 
No. A-47 issued by the Bureau of the Budget and a proposed revision 
of that circular tend to impose undue restriction by the executive agen- 
cies of the Government on Federal participation of land development 
and water resource projects. It refers to the report of the Presidential 
Advisory Committee on Water Resource Policy and indicates the fear 
that some of the recommendations of that Committee. may be imple- 
mented by direct action of the executive agencies rather than by legis- 
lation submitted to and passed upon by Congress. 

The resolution refers to the constitutional powers of the legislative 
brancsh of the Government and states that such powers must be re- 
served to the treinlatins branch and not nullified by acts of the execu- 
tive agencies. It emphasizes that the number of Federal agencies and 
organizations having to do with the planning and review of such 
projects must be reduced rather than increased as proposed by the 

residential Advisory Committee on Water Resources Policy. It 
states that reports and requests for project authorization should in- 
clude evaluations made in accordance with criteria prescribed by the 
Congress rather than by executive agencies and it reiterates the neces- 
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sity of preserving the principle of separation of powers of each branch 
of the Government. ) 

It is understood that hearings on the above resolution will be held 
within about’ 10 days by a spectral committee of members of the Senate 
Interior and Public Works Committees. 

New Mexico takes this opportunity of endorsing fully the general 
principles enunciated in Senate Resolution 281 and of opposing the 
encroachment of the executive branch on the duties and = 
of the Congress, particularly in the field of land and water use 
development. 

S. E. Rernonps, 
State Engineer. 
Santa Fr, N. Mex., 
July 2, 1956. 


NovEMBER 20, 1956, 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington 25, D. C. 


My Dear Senator Cuavez: Your memorandum of July 27 re- 
quests that this office submit any views or suggestions that might be 
helpful to your committee in studying, designing and formalizing 
“a comprehensive and particularized set of standards and overall 
eriteria for the evaluation of all proposed projects for the conserva- 
tion and development of land and water resources” in accordance with 
the directive of section 6 of Senate Resolution 281. 

Representatives of the State of New Mexico were active in prepar- 
ing the views and suggestions submitted for the Upper Colorado 
River Commission by Mr. Ival Goslin’s letter of October 29, and that 
material expresses the views of the State of New Mexico adequately, 
except as to the following points which are of particular interest to 
New Mexico: 

1. Congress should consider authorization of projects in depressed 
areas if the resulting improvement in the water users’ standards of 
living and degree of self-sufficiency justifies such authorization, even 
though economic analysis indicates that the water users will not be 
able to fully repay construction costs. 

2. When justified by economic and social considerations, water 
development and conservation projects necessary to preserve the 
ability of water users to meet existing Federal obligations should be 
authorized with costs beyond the ability of the water users to pay 
being nonreimbursable. 

3. Preauthorization costs should not be considered in evaluating 
water projects, and only that portion of the preauthorization costs 
within the ability of the water users to pay, after all other payments 
have been met, should be reimbursable. 

The opportunity to submit the views of the State of New Mexico 
on this et important matter is sincerely appreciated. 

Respectfully yours, 
S. E. Reynoxps, 
State Engineer. 
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Norra Dakota State Water ConseRvVATION CoMMISSION, 
Bismarck, N. Dak., September 28, 1956. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senator, Washington, D. C. 

Dear Senator Cuavez: Enclosed herein is a resolution passed by 
the North Dakota State Water Conservation Commission on Septem- 
ber 24 relative to resolution 281 requesting modification of Federal 
standards for water resources projects. 

We wish to thank you and your committee for the excellent work 
performed in conjunction with resolution 281. The restrictions con- 
tained in A-47, Bureau of the Budget water policy, would tend to 
develop the areas that are now heavily populated at a great disadvan- 
tage to the States that are currently underdeveloped. 

Sincerely yours, 
Miro W. Holsveen, 
Secretary and Chief Engineer, 
State Engineer. 


Resotution Reevestina MoptiricATion oF FrprrRAL STANDARDS FOR 
Warer Resources Prosects 


Whereas Federal rules and standards for estimating and determin- 
ing the economic feasibility of proposed projects for the development 
of water resources have, during the past 8 years, been made increas- 
ingly restrictive and difficult to comply with; and 

Whereas administrative directives, circular A-47 issued by the 
Bureau of the Budget under date of December 31, 1952, and more 
recently recommendations of the President’s Advisory Committee 
on “water resources policy” transmitted to Congress on January 17, 
1956, impose more rigid standards for measuring the utility and feasi- 
bility of proposed water resource projects than appears justifiable; 
and 

Whereas the developed of our water resources for various bene- 
ficial uses is becoming increasingly important in promoting public 
welfare while at the same time the cost of establishing such projects 
is increasing to such an extent that the condition created thereby re- 
quires a new and more realistic approach in estimating the economic 
feasibility of such proposed projects : Now, therefore, be it 

Resolved by the North Dakota State Water Conservation Com- 
mission, in meeting regularly assembled this 24th day of September 
1956, That Federal rules, regulations and standards with reference 
to determining the feasibility of proposed water-resource-develop- 
ment projects should be modified so that such projects, deemed neces- 
sary for the economic welfare of the areas affected by establishment 
thereof, will be submitted to Congress for consideration and not 
arbitrarily withheld from study and review by appropriate congres- 
sional committees by veto of some administrative agency or depart- 
ment; and be it further 

Resolved, That this Commission approves the action of the United 
States Senate in connection with Senate Resolution 281, 84th Congress, 
and favors enactment of legislation proposed therein; and be it 


further 


86000—57——6 
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Resolved, That a copy of this resolution be mailed to our Senators 
and Representatives in Congress, the Committee on Interior and 
Insular Affairs, and the Committee on Public Works. 


Garrison Diversion Conservancy District, 
Bismarck, N. Dak., October 17, 1956. 
DenNIs CHAVEZ, 
Chairman, Public Works Committee, 
Washington, D.C. 

Dear Mr. Cuavez: Enclosed is a copy of a resolution adopted by 
the board of directors of the Garrison Diversion Conservancy District 
at a meeting on October 11, 1956, requesting modification of Federal 
criteria for water resource projects and urging the adoption of Senate 
Resolution 281. 

We would appreciate consideration of the Senate Public Works 
Committee of this resolution. 

Yours very truly, 
Vernon S. Cooper, 
Secretary-Treasurer. 


RESOLUTION REQUESTING MOopIFICATION oF FEDERAL CRITERIA FOR 
Water Resource Prosecrs aNp Urcing ApopTion or SENATE 
ReEsoLvutTion 281 


Director Ben F, Kludt introduced the following resolution and 
moved its adoption, which motion was seconded by Director Gilman 
Wastvedt : 

“Whereas the Garrison Diversion Conservancy District, the entity 
created by the North Dakota Legislature in 1955 for the purpose of 
promoting the establishment of the Garrison diversion project, is 
vitally concerned with the Federal criteria and standards for deter- 
mining the economic feasibility of proposed water resource devel- 
opment projects; and 

“Whereas these criteria and standards have steadily become more 
restrictive and difficult to meet during the past 6 or 8 years than 
appear practicable as indicated in Bureau of the Budget Circular 
A-47 issued December 31, 1952, and, more recently by recommenda- 
tions of the Presidential Advisory Committee on Water Resources 
Policy, transmitted to Congress January 17, 1956; and 

“Whereas the development of our water resources is becoming 
more and more important and, at the same time, the cost thereof 
is continuously increasing thereby requiring a new and more realistic 
approach in estimating the economic feasibility of such projects: 
Now, therefore be it 

“Resolved by the board of directors of the Garrison Diversion 
Conservancy District in meeting regularly assembled this 11th day 
of October 1956, That this Board favors the modification and liber- 
alization of existing Federal criteria and standards as set forth 
in the Bureau of the Budget Circular A-47 and the recommenda- 
tions of the President’s Advisory Committee on Water Resources 
Policy, with reference to determining the feasibility of water resource 
projects so that projects showing a direct benefit-cost ratio of less 
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than unity, but vitally necessary to the affected area, may have the 
benefit of congressional consideration and not be with ield from 
committees of “Congress by the executive veto of some reviewing 
agency; and be it further 

“R esolved, That the Board of Directors of the Garrison Diversion 
Conservancy District supports the action of the United States Senate 
committees in connection with Senate Resolution 281, 84th Congress, 
and favors legislation along the lines proposed therein; and be it 
further 

“Resolved, That a copy of this resolution be transmitted to the 
appropriate committees of Congress, and the Senators and Repre- 
sentatives in Congress from North Dakota.” 
Upon voice vote all directors voted aye. 


STATE oF OKLAHOMA, 
OFFICE OF THE GOVERNOR, 
Oklahoma City, October 12, 1956. 
Hon. James E. Murray, 
Chairman, Interior and Insular Affairs. 
Hon. Ciinton P. ANDERSON, 
Chairman, Subcommittee on Irrigation and Reclamation. 
Hon. Dennis CHAvEz, 
Chairman, Committee on Public Works. 
Hon. Ronerr S. Kerr, 
Chairman, Subcommittee on Flood Control. 


My Dear Senators: Your memorandum of July 27, 1956, extend- 
ing to us the opportunity of expressing our views on Senate Resolu- 
tion 281, and the accompanying report No. 2868 is deeply appreciated 
and of much concern to us. 

The problem of land and water resources development and con- 
servation is our greatest domestic problem. How well we meet this 

roblem and manage our God given basic resources will determine 
fiowe well we will withstand future economic fluctuations and survival 
as a great world power. 

A careful analysis of the evolution of our water resources develop- 
ment efforts for more than a half century indicates that we have 
made continued progress in a fairly orderly manner in view of the 
fact that basic information, such as surveys and other pertinent 
data necessary for project planning had to be developed during the 
period. The progress was made because the executive agencies of 
the Government charged with the responsibility of water resources 
control and development, pursued the directives of the Congress with 
a positive approach, rather than a negative one, as is now evident 
under the provisions of circular A-47. 

We all know by experience that the long established procedures 
for the development of water resources pr ojects required much study, 
survey reports and final consideration by the Congress. Even the 
most meritorious projects required 25 to 50 years to be realized. 
Under the proposed procedure by the Presidential Advisory Com- 
mittee for the evaluation and approval of projects, the time required 
to develop projects could well be 50 to 100 years, and it is doubtful 
that few projects interests, if any, could meet the more stringent 
requirements for local participation. 
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The original designers of circular A-47 and the subsequent revisions 
of same have performed a unique service to their country without the 
consent or direction of the Congress. Our program of water-resources 
development is slowly but surely grinding to a halt because of the so- 
called partnership approach and the provisions of A-47. A good 
example was our country’s experience with Public Law 566, covering 
the small watershed program for flood control and other purposes. 
Few, if any, projects could be developed because of the financial inabil- 
ity of local interests to carry the burden required under the bill. We 
believe the Congress has provided the necessary relief under Public 
Law 1018, 84th Congress, so that this very important program can 
move forward. 

The recent efforts and emphasis by some of the executive agencies 
and departments to establish the partnership approach to “water- 
resources development is noted. Our willingness to participate in such 
an arrangement cannot be questioned. However, the extent of our 
local cooperation required by circular A-47 and the proposed revision 
thereof. together with the recommendations in the report contained 
in House Document 315, 84th Congress, 2d session, report of Presi- 
dential Advisory Committee on Water Resources Policy, makes it im- 
possible for us to participate because of our financial inability to do so 
and because of previous commitments of higher priority. These 
commitments are set forth in the following paragraph. 

In the year of 1955, the Federal Government relieved the State of 
Oklahoma and its citizens, through its various taxing programs, 
slightly under $670 million. In addition to this, there remained the 
responsibility to our citizens to support by taxation the State, county, 
and municipal governments and their various functions and services 
to our citizens. Therefore, we do not have the financial ability to 
subscribe to the provisions of the A-47 or the other directives initiated 
by our executive departments, as a national policy for the conservation 
and development of our water resources. 

Your committee’s forthright approach to this all important problem 
is very commendable and the provisions of Senate Resolution 281, 
when enacted into law, will surely serve to remind the executive agen- 
cies and departments that they are the people’s servants, directed by 
the Congress, and not their masters. 

We fully support your efforts for the enactment of Senate Resolu- 
tion 281, and urge that this be accomplished at the earliest possible date. 

We feel that the provisions of sections 3, 4, 5, and 6 are the basic 
fundamentals that will enable us to accomplish a countrywide acceler- 
ated water-resources development program, and that the Congress 
should design and formalize a set of standards to be used by all agencies 
engaged in the development of water-resources projects, for the evalua- 
tion of and justification for projects without delay, as provided by 
section 6. 

Another matter that we would like to call to the attention of your 
committee regarding national water policy, is that of providing water 
conservation storage in all reservoirs constructed by Federal agencies. 
Reservoir sites are natural resources, whether large or small, and are 
not replaceable, and are limited in number. Therefore, in the design 
of all reservoirs, provisions should be m: ide for the maximum stor age 
possible for water conservation consistent with other functions to be 
provided in the project. The conservation storage, so provided, should 
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be on the basis of Federal investment in the Nation’s future welfare, 
even though at the time of construction there are no local interests 
available to underwrite the costs of providing such storage, which is 
now required by existing law. 

A national policy on reservoir planning and construction of this 
type would be wise planning for our future. At one time water conser- 
vation was a problem of only the arid and semiarid West. Now it isa 
nationwide problem. Therefore, a national policy would surely be in 
order and widely acclaimed and accepted. 

We deeply appreciate the efforts of your committee in this all im- 
portant legislation and hope that you are successful in securing its 
approval by the Congress. 

Respectfully submitted. 

Raymonp Gary, Governor. 


STATE OF WASHINGTON, 
DEPARTMENT OF CONSERVATION AND DEVELOPMENT, 
Olympia, September 5, 1956. 
CHAIRMAN, 
Committee on Interior and Insular Affairs, 
Senate Office Building, Washington, D. C. 


Dear Sir: Reference is made to your memorandum of July 27, 1956, 
concerning your duties as outlined in Senate Resolution 281 and re- 
questing my views and suggestions on the subject. 

It would appear that the answer to your problem of designing a 
set of standards and criteria must lie in your ability to devise a set 
of questions which, when answered in detail by the reporting agency, 
will satisfy the Congress as to the evaluation of a project for the 
conservation and development of our land and water resources. 

If the reporting agency can satisfactorily answer these questions 
which you will devise, then it should also be able to answer this one 
basic question: “What has been done toward conserving and com- 
pletely utilizing every drop of water that falls on this watershed ¢” 

Someday we are going to need every drop that it is physically pos- 
sible to conserve. 

It is my firm conviction that a project should not be authorized 
unless it fits into the overall plan of complete and ultimate develop- 
ment, for all purposes, for the entire watershed. 

Therefore, we should have a plan for the complete development of 
every source of water in the whole United States. The responsibility 
for preparing such a plan should be borne by everyone. However, the 
basic responsibility should lie with the State where the water is 
apportioned and used. 

The right to the use of water is a property right and as such should 
be administered by the State. May I emphasize here that one of the 
first. duties of the Congress is to reaffirm the sovereign right of the 
State to control the regulation and use of its waters. 

To devise a plan you must have the organization and the basic data 
to work with. Toward this end our State has prepared a water 
resource policy for consideration by the legislature and also we are 
requesting up to a 100 percent increase in funds to support an enlarged 
basic data program carried on jointly with the United States Geo- 
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logical Survey and the Soil Conservation Service. We hope to greatly 
accelerate the work being done on topogr aphic mapping, stream 
gaging, ground water studies, river utilization surveys and snow 
surveys. 

Enclosed herewith is a copy of the proposed policy. We are hoping 
that our legislature will see fit to adopt this and give us the organiza- 
tion and funds to place it into full operation. 

We believe that a similar type policy should be adopted by every 
State in the Nation and that the Federal Government should develop 
a national water policy which will complement and implement those of 
the States. 

It is my belief that your committees have a wonderful opportunity 
to set the stage for an organization repr esenting all uses of water and 
all parts of the Nation which can assist the States in developing com- 
prehensive plans for the best use of our vital water resources. 

Very truly yours, 
M. G. Watker, Supervisor. 


ProroseD Water Resource Poricy, STATE or WASHINGTON 


PREAMBLE 


Water is recognized as a major resource of the State of Washington 
and has played and will continue to play an all important part in the 
health and economic development of this State. In order that this 
resource shall be wisely used and that it will serve the best interests 
of all of the p pe ople of the State, the following water-resource policy 

hi 


is adopted. uis policy shall be a guide to those departments, agen- 
cies, and others involved in water use and management activities 
within the State: 

POLICY 


It shall be the policy of the State of Washington: 


General 

1. To maintain, preserve, and restore the quantity and quality of 
both surface and ground waters, salt and fresh, at the highest possible 
level consistent with their best uses. 


Make studies 


2. To promote, plan, and participate in such basic surveys and 
studies as are necessary for the determination of quality and quantity 
of water and its current and eventual need for all purposes. 


Basis of consideration 

3. To primarily consider water-resource development on geographic 
or drainage basin basis, and to give consideration to all water uses. 
Prepare comprehensive plans 


4. To develop comprehensive multiple-water-use plans by means of 
inventories of present and potential uses of the resource to be made 
in each area. The comprehensive plans to establish the pattern of 
priority of water uses in the respective areas, giving consideration to 
individual interests subject to the highest beneficial uses. 
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Correct influences 

5. To prevent or reduce all unfavorable influences on the water 
resource (such as, rapid and excessive runoff; water wastage and ex- 
cessive allocations; unwarranted obstructions to flow and fisheries; 
excessive erosion and siltation; excessive temperatures; and contami- 
nation and pollution) by— 

(a) Encouraging the development and implementation of good 
water and land management practices; 

(6) Eliminating or decreasing influences due to conflicts be- 
tween water uses which cause the deterioration of water quality 
and the diminishing of water quantity; 

(c) Defining and setting appropriate limits (duties) for new 
water uses; 

(d) Recovering water quantity from nonused or improperly 
used water rights when in the public interest ; 

(e) Establishing and enforcing standards for control of water 
quality. 

Coordinate activities 

6. To coordinate the activities of all State, local, Federal, interstate, 
and international agencies and private interests involved in water 
use or management, and to provide for the close cooperation of such 
agencies and interests in all activities affecting the water resources 
of Washington. 
Sovereignty of the State 

7. To so direct and conduct all activities regarding the water re- 
source as to reinforce and strengthen State control, recognizing that 
it is of paramount importance that the principle of the sovereignty 
of the State over all the waters within its boundaries be protected and 
preserved. 


Administration and legislation 

8. To provide for the proper administration and control of the 
water resource in accordance with the above established policy; and 
to recommend modification of existing statutes and enactment of such 
new legislation as from time to time may become necessary. 





Urrrr Cotorapo River ComMissIon, 
Grand Junction, Colo., October 29, 1956. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, 
Senate Office Building, Washington, 25, D. C. 
GENTLEMEN: Enclosed are 10 copies of a memorandum of sugges- 
tions, comments, and recommendations concerning Senate Resolution 
281, 2d session, 84th Congress, which relates to national water projects, 
policies, and procedures, as requested by your letter of July 27, 1956, 
to all interested agencies, organizations or individuals. 
This memorandum is the result of a directive of the Upper Colorado 
River Commission to a special committee composed of 1 man from 
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each of the 4 States it represents and the engineer-secretary of the 
commission’s staff. This special committee confined its memorandum 
to general principles underlying criteria and standards for the evalua- 
tion of water-use projects because it believed that the congressional 
committees involved, after considering suggestions from all sources, 
would desire to formulate the operational and mechanical details for 
criteria and how they were to be applied to the various types of water- 
development projects. 

Allow me to again emphasize the following points: The formulation 
and adoption of criteria for the evaluation of water-use projects for 
authorization by the Congress are of primary concern to the Upper 
Colorado River Commission, which is, under the terms of the Upper 
Colorado River Basin compact, obligated “to secure the expeditious 
agricultural and industrial development of the upper basin, the storage 
of water and to protect life and property from floods.” The upper 
basin comprises one of the last remaining frontiers for development of 
land and water resources. Its expansive industrialization and recla- 
mation lies in the future. 

In the event you or your committees desire, the members of the 
Upper Colorado River Commission, its staff, or special committees 
stand ready to offer additional technical aid or advice in the establish- 
ment of criteria and standards and making them operable. 

Thanks to you and your respective committees for giving us the 
opportunity to submit this memorandum. 

Sincerely yours, 
Ivau V. Gostin, 
Engineer-Secretary. 


Ocroser 29, 1956. 
MEMORANDUM 


To: Committee on Interior and Insular Affairs, Committee on Public 
Works, United States Senate. 

From: Upper Colorado River Commission. 

Subject : Comments and recommendations pertaining to standards and 
overall criteria for the evaluation of proposed projects for the 
conservation and development of land and water resources. 


Section 6 of Senate Resolution 281 directs the Senate Interior and 
Public Works Committees and other appropriate committees and 
agencies jointly to study and to “formalize a comprehensive and par- 
ticularized set of standards and overall criteria for the evaluation of 
all proposed projects for the conservation and development. of land 
and water resources.” In response to a request from the chairmen of 
these committees the following comments and recommendations of the 
Upper Colorado River Commission are submitted : 

(1) We recognize that Congress has the primary responsibility for 
the authorization of all water-use projects. We further recognize the 
necessity of Congress setting aninten and criteria as guides for the 
executive departments and agencies in preparing reports and recom- 
mendations on water-resources projects. 

(2) One of the major recommendations of the report by the Presi- 
dential Advisory Committee on Water Resources Policy is the creation 
of four additional Federal agencies or offices to pass upon water 
resources development projects, namely : 
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(a) A Coordinator of Water Resources; 

(6) An independent Board of Review; 

(c) Regional or river basin water resources committees with 
chairmen appointed by the President and membership composed 
of representatives of Federal departments and States; and 

(d) A permanent Federal Interagency Committee chair- 
manned by the Coordinator of Water Resources. 

Each of these, in our opinion, would constitute an additional ob- 
struction in the path of those who are sponsoring and attempting to 
obtain congressional approval for water-use projects. 

The Bureau of the Budget now reviews public-works projects at 
two stages: at the authorization stage and again at the time funds for 
the project are proposed for inclusion in the annual budget. The 
addition of four more boards or agencies to pass upon reclamation 
projects could add little other than delay and frustration. There is a 
great need that the agencies charged with the review of project plans 
and reports should be reduced in number rather than increased. Re- 
view procedures should be simplified and shortened, not further 
complicated. 

(3) Secretarial or other administrative authorization of projects 
should not be permitted except as provided by various small projects 
acts (Corps of Engineers, Public Law 685; Soil Conservation Service, 
Public Law 1018; Bureau of Reclamation, Public Law 984) or in 
cases of major national emergency. 

(4) Many conditions in the Western States under which the origi- 
nal reclamation program was planned and operated have changed 
substantially. Congress must recognize the fact that there is prob- 
ably no remaining potential project in the West which is fully reim- 
bursable by the water users alone in a 40-year period. This does not 
| mean that there are no economic reclamation developments left. 
Many projects are authorized, are being planned, or will develop in 
the future which will fully justify their existence economically. 

(5) One of the ways in which such projects may be made eco- 
nomically sound and financially feasible under current reclamation 
laws is by participation in basin power revenue accounts. Power 
revenues in excess of those required to repay all power costs plus 
interests are properly assignable to related irrigation projects to aid 
in the repayment of those costs which the water users cannot pay. 

Considerable controversy has arisen over the fact that some of the 
large power dams of the West can provide power at rates considerably 
lower than those prevailing in the power market area, one contention 
being that low rates are an essential part of these programs. This 
philosophy would subsidize the power users who are able to take ad- 
sxantage of these rates. To us, it is logical, and far more important, 
to keep the power rates at about those prevailing in the basin, using 
the surplus revenues to assist irrigation to provide the agricultural 
economy necessary to our expanding population. 

(6) One of the basic principles of the reclamation program for the 
| past 50 years has been that of interest-free moneys to aid in irrigation 
developments in the West. This principle must be continued. 

(7) Water-use projects should be considered on a basin-wide basis. 
Multiple-purpose projects should be planned and developed on the 
basis of future maximum requirements. In making the economic 
analysis of the multiple-purpose projects which include water supplies 
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for future uses, the benefits from such water supplies should be in- 
cluded when the analysis is made, even though firm commitments for 
the water have not been finally determined. 

(8) The ratio of total benefits to total costs of any large compre- 
hensive project plan authorized by the Congress should “be greater 
than unity. There may be instances, howev er, where individu: ul proj- 
ects or separable units under a comprehensive project, although desir- 
able to complete the effectiveness of an overall basin plan, do not have 
a favorable benefit-cost ratio. Congress should exercise its discre- 
tionary powers in authorizing such units, taking into consideration 
other factors besides the monetary one in m: iking its decisions. This 
becomes particularly applicable when projects of a “rescue” nature 
or projects involving “depressed areas” are under consideration. 

(9) In the operation of the basin account, where excess power 
revenues are available to aid in the repayment of irrigation costs, it is 
recommended that no project be authorized which cannot pay its own 
operation and maintenance costs and at least something toward repay- 
ment of construction costs. 

(10) Insofar as practicable, as determined from the evidence pre- 
sented to Congress, contracts for repayment of project costs should 
be made repayable over a period of 50 years with an additional devel- 
opment period of up to 10 years where required. P rojects for power, 
municipal or industrial water should repay costs with interest at the 
cost of money to the Federal Government. 

(11) We believe that recreational benefits, accruing to the public 
at large, should be nonreimbursable. We feel that in many instances 
recreational benefits at multipurpose reservoirs have been under- 
valued. It is believed that Congress might well provide for a re- 
examination of these benefits, on the basis of which it can adopt 
criteria or general principles for evaluation of recreational benefits. 

(12) In the construction and operation of water-use projects, the 
Federal agencies should be required to observe the water laws and 
interstate compacts of the States within which they are constructed 
unless such compacts or State laws are incompatible with the duties 
and obligations of the Federal Government. 

(13) The program for the collection, collation, and interpretation 
of basic data should be accelerated, and consider ation should be given 
to a plan for the review and publication by a single agency of all 
hydrologic data including precipitation and stream flow records. 
This procedure should be adhered to even though the data might be 
collected by other agencies. The costs incurred “might be financed by 
direct appropriations by Congress or by transfer of funds from 
affected Federal or State agencies to the agency designated to review 
and publish the data. 

(14) Circular A-47 of the Bureau of the Budget directs the Federal 
agencies to analyze the units of 2 multipurpose project by the separable 
costs-remaining benefits method, considering only direct benefits. 
Uniformity of analysis among the several agencies is desirable. How- 
ever, since the method of payment for water-use projects varies con- 
siderably among the agencies, it is important that Congress consider 
cost analyses made on the basis of alternative methods, considering 
both direct and indirect benefits where appropriate. This would 
bring to the Congress all the pertinent facts regarding each project 
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so that it may then make its own determination of project feasibility 
on the basis of the most applicable method. The question of whether 
incremental units of a project are justified should be decided finally 
by the Congress. 

(15) We feel that Federal loans or financial guaranties should be 
made to cover the costs of developing power or municipal water or 
reservoir storage capacity for anticipated needs for such uses; pro- 
vided, that when contracts are made they shall provide for reimburse- 
ment as outlined in (10). 

(16) In recent years we have been greatly concerned about the re- 
duction in appropriations for general investigations of reclamation 
and other water-development programs. General investigations 
should progress at about the same general level one year after another 
in order to obtain expeditiously and economically all of the pertinent 
data and to have a backlog of projects always ready for construction. 
The making of project investigations on a stop-and-go basis is both 
extravagant and inefficient. We would like to suggest that perhaps 
a speci: al joint permanent subcommittee of Congress might be created 
from the Interior and Public Works Committees and empowered to 
hold hearings and conferences each year on the subject of need for and 
priority of investigations, to formulate the following year’s investi- 
gation program, and to recommend to Congress the appropriations of 
funds therefor. 


TWENTY-NINTH ANNUAL CONVENTION, ASSOCIATION OF WESTERN 
State Enerneers, THe DAuies, Orec., SepTemBer 17-19, 1956 


RESOLUTION NO. 1 


Whereas the United States Senate on July 26, 1956, adopted Senate 
Resolution 281, 84th Congress, 2d session, which expressed the views 
of the Senate concerning the constitutional powers of Congress over 
the conservation and development of the land and water resources of 
the Nation; and 

Whereas Senate Resolution 281 directed the Senate Committees on 
Interior and Insular Affairs and on Public Works to design and for- 
malize standards and criteria for the evaluation of proposed projects 
for land and water resources conservation and development, and to 
report thereon to the Senate as early as practicable during the 1st 
session of the 85th Congress; and 

Whereas the Senate Committees on Interior and Insular A ffairs and 
on Public Works have since requested the views of all interested 
persons and groups with respect to the standards and criteria to be 
adopted : Now, therefore, be it 

Resolved, That the Association of Western State Engineers en- 
dorses the following principles contained in Senate Resolution 281, 
84th Congress, 2d session : 

1. The Congress should continue to exercise all of its constitutional 
powers to encourage the conservation and development of the land and 
water resources of the Nation. 

2. Land and water resources development should be comprehensive 
and should secure maximum utilization of such resources. 
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8. The number of Federal agencies which plan and review projects 
for land and water resources development should not be unnecessarily 
increased, and procedures for administrative review of project reports 
should be simplified and shortened in order to expedite congressional 
consideration of project authorization. 

4, Reports to meme relating to requests for project authoriza- 
tion should include evaluations made in accordance with criteria estab- 
lished by the Congress and should contain the details and results of 
all studies and analyses made by all interested agencies. 

5. Executive agencies should not depart from the criteria established 
by the Congress without prior congressional approval. 

Be it further resolved, That the water a committee of the 
association be authorized and directed to formulate and submit to 
the United States Senate Committees on Interior and Insular Affairs 
and on Public Works, on behalf of this association, specific recom- 
mendations with respect to the standards and criteria to be adopted 
by the Congress for evaluation of proposed projects for land and 
water resources development; and be it further 

Resolved, That copies of this resolution be furnished by the secre- 
tary to the chairman of the Senate and House Committees on Interior 
and Insular Affairs of the United States Congress and to the heads 
of the interested Federal departments and that copies be furnished 
by a of the State engineers to the Senators and Congressmen of 
his State. 





KASKASKIA VALLEY ASSOCIATION OF ILLINOIS 


Mr. Chairman and members of the committee, the Kaskaskia Val- 
ley Association of Illinois respectfully submits for — consideration 
the following suggestions and recommendations for standards and 
overall criteria for the evaluation of all proposed projects for the 
conservation and development of land and water resources. 

A sound and realistic law should provide— 

(a) That benefits to be considered in designing any proposed project 
are not to be limited by executive, legislative, or administrative regu- 
lation. That the responsible agency shall, in its report, give proper 
consideration and credit to any and all foreseeable benefits, both tan- 
gible and intangible in nature. 

(6) That commitments for reimbursements for local benefits shall 
not be a prerequisite to planning or construction of worthwhile proj- 
ects. Also, that no consideration need be given the question of reim- 
bursement, until such time as local interests shall desire to avail 
themselves of those benefits. 

We feel that recognition and determination of benefits should be 
on a more realistic and modernized basis than is practiced under pres- 
ent policies. We have special reference to recreational, industrial, 
and peewee and domestic water supply (both rural and urban) 
benefits. 


Recreation 


With depletion of water supplies and pollution of streams we are 
faced with a decided reduction of natural recreational facilities. 
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Yet adequate recreation is essential to the health of the Nation. Also, 
only about 15 to 20 percent of our people can afford to travel to and 
racation at resort areas. While the other 80 to 85 percent have, in 
the past, had the benefit of widespread natural facilities, this is 
rapidly vanishing. Our national interest requires that we afford 
equal recreational advantages to all our citizens. Also, the economic 
benefits from recreational use of water impoundments is very real, 
and to refuse to consider it is to ignore the obvious. Thus, we feel 
that any program should acknowledge the reality of recreational bene- 
fits afforded by water impoundments and should give credit for the 
economic, social, and health benefits thereby realized. 


Industry 

It is a recognized fact that industrial expansion follows waterways 
developments. This is of great benefit for three reasons: (a) It helps 
in the decentralization of our industries considered so vital to our na- 
tional defense; (6) such decentralization also thereby avoids addi- 
tional drain upon the already overtaxed water resources of presently 
highly industrialized areas; (c) it broadens, improves, and stabilizes 
the economic base of the area adjacent to the impoundment, which 
areas generally have a history of economic distress. Of course, the 
prosperity of the Nation will not be complete and real until we have 
eliminated the causes of localized chronic economic distress. Present 
policies give little, if any, credit to this tremendously important bene- 
fit, which is directly attributable to waterways developments. 


Water supply 

Present laws only partially recognize this benefit by limiting it to 
the difference in cost to a community in securing water from a Federal 
impoundment as opposed to construction of its own facilities. This 
practice fails to give any credit to the fact that the Federal impound- 
ment provides an enormously greater and more stable supply than any 
community can feasibly provide. Also, there is not recognition of 
the importance of rural water supplies made available by water lines 
from an impoundment to surrounding communities. 

We are wholeheartedly in accord with the partnership idea in the 
improvement and development of our waterways and preservation of 
our natural resources, Where a project provides benefits purely local 
in nature, we feel that the Federal Government should be relieved of 
a proportionate cost of the project. However, it is false economy to 
delay or abandon a worthwhile project because of lack of local re- 
cognition of its importance. Also, we feel the present requirements 
are so unrealistic as to often place local interests and communities in 
an extremely difficult or compen impossible position. Construction 
of sound and beneficial projects should not be delayed, abandoned, or 
modified by the inability or failure of local interests to provide firm 
commitments for repayment for local benefits. A more realistic 
policy would defer any consideration of repayment until such time as 
the local interests desire to avail themselves of the benefits. 
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Los AncreLEs CHAMBER OF CoMMERCE, 
Los Angeles, October 29, 1956. 
Hon. Dennis CHAveEz, 
Chairman, Senate Committee on Public Works, 
Senate Office Building, Washington, D. C. 

Dear Senator Cuavez: It is our understanding that your commit- 
tee is interested in receiving recommendations with respect to the pro- 
posals of Senate Resolution 281. 

The water and power committee of the Los Angeles Chamber of 

Yommerce has given careful study to the subject matter of that resolu- 
tion, and further consideration has been given by our board of direc- 
tors. I have been requested to present to) you the recommendations of 
our board made pursuant to these studies. 

First, we favor formulizing by the Congress of “a comprehensive 
and particularized set of standards and overall criteria for the evalua- 
tors. I have been requested to present to you the recommendations of 
land and water resources.’ 

That such standards and criteria be specific, carefully designed, and 
as free as possible from varying interpretations. 

That the Congress, in setting up standards and criteria, draw a sharp 
line between those benefits which are of interest to the Nation as a 
whole, as distinguished from those which are more localized in nature, 
or which provide specific benefits to special interests, either public or 
private. 

That he Congress, in setting up standards and criteria, draw a sharp 
recognition to the inherent equities in the partnership approach ; that 
Is, that Federal, State, and local, including private interests, share in 
the responsibility i in accordance with the benefits they receive. 

That when such standards and criteria have been drafted by the 
committees of Congress they be submitted to local, State, and Federal 
agencies interested in water-resources development for review and 
comment. 

That reports to Congress in support of requests for the authorization 
of projects for conservation and development of land and water re- 
sources be made in accordance with criteria prescribed by Congress. 
The criteria should be uniformly applied to all projects and in all re- 
ports on proposed projects. Detailed analyses should be presented of 
all costs, allocations, benefits, charges against the Federal Treasury, 
including interest on moneys advanced, and repayments by water and 
power users. 

That the Congress provide for the establishment of a board inde- 
pendent of the agencies engaged in water-resources development, and 
therefore free from the promotion: il tendencies inherent with those 
charged with sponsoring and constructing projects. This board would 
serve to provide impartial review and analy sis of proposed projects 
in order to properly determine the national interest. 

In support of these recommendations, may we say, first, that it is 
our firm belief that Congress should determine policy and standards 
for evaluation of water projects. 
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We believe it highly important, however, that these standards and 
criteria be well defined, so that administrative agencies will not give 
them varying interpretations and proceed in line with the personal 
beliefs of the administrators in charge at a given time. 

Furthermore, if we are to preserve a proper distinction between Fed- 
eral responsibilities, on the one hand, and those responsibilities which 
should be assumed by State and local agencies and private enterprise, 
on the other, it is important that the standards and criteria for evalua- 
tion of benefits be so drawn as to provide for such differentiation. 

In this connection, recognition should be given to the fact that all 
constructive developments by either governmental or private sources 
add to the general welfare and economy of the Nation. The economy 
of this countr y has been based on recognition af the fact that construc- 
tion and development of our land and water resources under ordinary 
circumstances can be most efficiently accomplished by local enterprises. 
For those portions of projects which direc tly benefit individuals and 
localities, it should be recognized that subsidy to these special benefi- 
ciaries merely provides unfair competition to those engaged in similar 
activities elsewhere. 

With the standards and criteria having been set up by Congress, it 
is not only proper but quite important that the executive department 
of the Government then proceed to prescribe for the various agencies 
concerned procedures by which these standards should be applied to 
proposals for water development. 

It is quite important in this connection that all pertinent facts be 
disclosed in order that the Congress may know what charges would 
accrue to the Federal Government and other parties participating in 
the benefits. The Congress can always legislate departure from the 
allocation of costs and responsibilities as set up in the executive depart- 
ment report, but if these reports adhere to the provisions which the 
Congress has established such departure should be made in the light 
of facts available and as a rec ognized change in policy. 

The fact that the reports m: ade by at least two Presidentially ap- 
pointed Commissions, as well as the studies on effici ‘lency in gov ernment 
authorized by Congress, have indicated the need for an independent 
board of review with respect to water projects, would seem to give 
great weight to the desirability of this being done. It has been argued 
that this woul: 1 tend to add to, rather than simplify, Government pro- 
cedures in dealing with water-development projects. We do not 
believe that this would be the case. 

Proper review of proposed projects must be had in the executive 
department of the Government and the information developed therein 
presented to the Congress. We do not think that the Congress will 
ever get an impartial review of these projects by the agencies ‘that have 
a promotinal interest in them. 

We will be grateful for consideration by your committee of the rec- 
ommendations which we have presented herein. 

Sincerely, 
Harotp W. Wricnut, 
General Manager. 
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McCaut, Parkuurst & Crows, 
Dallas, Tex., May 24, 1956. 
Re report of the Presidential Advisory Committee of Water Resources 
Policy. 
Judge Guy C. Jackson, 
President, National Reclamation Association, 
Anahuac, Tex. 

Dear JupcE: Knowing of your interest in the effect of the report 
by the Presidential Advisory Committee on Water Resources Policy 
I would like to direct attention to two items of the report which I 
believe would prevent any participation by the Federal Government 
in a great many State-sponsored projects, whereas other parts of the 
report indicate that the committee intended for the Government to 
participate in such projects. 

I will not attempt to mention these items in the order in which 
they are presented in the report. Please note a paragraph which 
appears on page 35, the last page of the report. The paragraph quoted, 
with emphasis added, is as follows: 

“The Federal Government should, to the extent necessary and ap- 
propriate, make or guarantee loans, under reasonable regulations, 
and with adequate security to States or local political subdivisions, 
to construct water-resources projects. However, no loans or guaranties 
should be made to cover costs of developing projects or portions thereof 
for power or municipal and industrial water, since, if these are eco- 
nomically sound, they may be readily financed otherwise.” 

When the “however” part of this paragraph of the report was writ- 
ten or inserted, it is believed that the Committee must have disregarded 
these factors: (1) The urgency of providing water supply for mu- 
nicipal and industrial purposes as emphasized on pages 1, 2, and 5 
of the report; (2) the fact that, if such water supply is to be effective 
in meeting the well recognized present shortages and the redoubled 
shortage wihch will accumulate gradually by 1975 (report, p. 5), it 
must be provided in advance of and in anticipation of growing needs 
of cities and industries; and (3) the fact that, while under Government 
standards, recognized and accepted by the report, a project would be 
considered economically sound and feasible if the revenues which 
would be received from present use, together with revenues which will 
be realized from increased use, will during the term of 50 years repay 
the cost of the project plus interest, nevertheless the bonds to finance 
such a project still would not be salable on the general market unless 
there is such assured use of the water as would provide income at the 
time of the sale of the bonds sufficient to pay maintenance and opera- 
tion expenses, and 114 times the amount of maturing principal and 
interest. In other words, in addition to being economically sound and 
feasible, the revenues immediately available must assure 50-percent 
“coverage” as a margin of safety. The concurrence of all of these dis- 
regarded factors furnishes compelling evidence that Government loans 
and guaranties should be available to “economically sound” or “feasi- 
ble” projects to provide municipal and industrial water if they cannot 
be “readily financed otherwise.” 

The whole report, except for the “however” clause, emphasizes the 
urgency of providing elanteia and municipal water and leads the 
reader to believe that the report would contain a definite reecommenda- 
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tion that the Government cooperate in financing such projects. The 
reader is not disillusioned until he is almost through reading the last 
page. As a matter of fact, by applying the principles announced in 
the “however” clause it would be impossible for the Government to 
help a project designed principally for ee and industrial pur- 
poses under any circumstances. Certainly, if the project were not 
“feasible” or not “economically sound” the Government would be pro- 
hibited by law and by all of the rules of economics from participating. 
And this quoted paragraph says that if it is “economically sound” the 
Government should not participate because its bonds should be salable 
readily elsewhere. My whole point is that if the project is feasible, 
that is, if it would pay out during the term of the bond issue, it is 
economically sound and it is feasible under Government rules. But 
you cannot sell bonds on the project unless it is one and one-half times 
economically sound and feasible. It is in that area that I think the 
Government should extend its cooperation either through guaranties 
or through the purchase of bonds. Certainly if the project is not only 
feasible but has a margin of safety in the approximate amount of 50 
yercent no one would ever ask the Government for help; because its 
onds would be readily salable. 

The report gains and deserves the sympathy of everyone who might 
be interested in averting the tragedies, some now present and others 
which will befall this country by 1975 unless additional water is pro- 
vided for our industrial and thickly populated areas; but in the next 
to the closing paragraph when the reader least anticipates it, he feels 
the rug jerked from under him. 

May i call attention to the fact that if the Government itself were 
building a multiple purpose dam, under existing laws it could con- 
tract with a local agency, such as a water district or a city, so as to 
vest in the public agency storage rights in the structure for municipal 
and industrial purposes, if the public agency contracts to pay the 
Government the vabcansial equivalent of that part of the structure 
devoted to such local storage. The contract for this amount would 
be payable over a period of 50 years at 214 percent interest (the rate 
currently used in contracts with the Army) and no “coverage” would 
be required in this contract. In other words, the local entity would 
without the necessity of selling bonds execute a contract with the 
Government with the consideration payable to the exact amount of 
the principal and interest average over a 50-year period (Flood 
Control Act of 1944). Many storage reservoirs are needed where 
the Government does not intend to build a multipurpose dam. You 
are reminded that in determining the feasibility of the project of a 
local entity no credit is given for the value of its contribution to 
services for fish, wildlife, and so forth, whereas, that factor is given 
some weight in evaluating Government projects. 

If the Government is to enter into a program of making loans to 
local agencies or guaranteeing their obligations in order to assure an 
adequate water supply over the country, why shouldn’t it buy or 
guarantee the bonds of the local agency if the local agency is unable 
to sell the bonds on the open market and if they are “economically 
sound” and “feasible” under the Government definition? This would 
encourage the financing of such projects by States and local agencies, 
without the expenditure of Government money. The bonds it would 
purchase would be investments. Government guaranteed bonds would 
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be readily salable and bonds purchased by the Government would 
become salable after a reasonable interest and sinking fund reserve 
has accumulated. 

The second point I have in mind is in reference to the requirement 
that in giving aid to a local or State agency and in determining the 
costs and benfits of a project, whether to be constructed by the Federal 
Government or by a State or local agency, consideration be given to 
Federal, State, and local taxes, which would have been paid by a tax- 
paying participant if it had constructed the project, without con- 
sidering as a primary benefit the economic ateduinate which will 
result in the area from such projects, and without requiring excep- 
tions in instances wherein the projects of States or local agencies will 
develop hydroelectric power to be wholesaled to utility companies 
which would be fully liable for the payment of Federal income taxes. 
This requirement is considered on pages 26 and 27. As written the 
provision apparently means that if the local or State agency builds 
as a part of its multipurpose dam, hydroelectric generating facilities, 
the project will not be eligible for Government participation or aid 
unless in addition to repaying the loan and the interest thereon it 
can be shown that the project will earn enough to pay the equivalent 
of State and local taxes on the project and all Federal taxes, includ- 
ing income taxes, as if the project had been built by a private corpora- 
tion. Mind you, no exception is indicated in the report if the power 
generated by the State agency is sold immediately to a private utility 
company which pays full Federal income taxes. And we must assume 
that the power would be sold to the utility company at a price not 
more costly to it than the cost of producing its own power. It is 
understandable how this principle might be invoked as to a project 
constructed by the Federal Government wherein the product would 
be delivered to and retailed by some Government agency or public 
agency which pays no income tax; but attention is directed to the 
fact that the report as written makes no exception in favor of a 
transaction in which a State or local agency which is selling the 
product directly to utility companies which pay full taxes. Nor does 
the report recommendation permit the State or local agency to balance 
against the taxes which will be foregone by the State and local taxing 
agencies the vast benefits to the local area of the improvements to be 
constructed. 

The recommendations in the report as to Government participa- 
tion in financing hydroelectric generating facilities are made appli- 
cable, alike to projects to be constructed and owned by the Government 
and those to be constructed and owned by local or State agencies. The 
same standards of justification are prescribed. While the standards 
prescribed in the report as to Government-owned projects may be 
fairly easily justified they should not be applied to a project to be con- 
structed by State or local agencies for the reasons set forth in the 
following paragraph. 

In a Government-owned project the development of hydroelectric 
energy is ordinarily an ancillary objective. The dam and reservoir 
are not constructed for that as a primary purpose. At such a strue- 
ture hydroelectric generating facilities will not be installed unless 
they can be justified independently. So the requirements for justifica- 
tion as set forth in the committee report are probably those which are 
now effective as to Government-owned projects. But there seems to 
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be no warrant for applying inflexibly the same rule to projects owned 
by States and locai agencies. In many of these cases the development 
of hydroelectric energy is not a mere optional appendage which can 
be constructed or omitted at will. In some cases the development of 
hydroelectric energy is inextricably involved in the providing of flood 
control and conservation of water for consumptive uses. Without 
capitalizing the value of hydroelectric energy such an agency would 
be unable to finance the construction of water for municipal, indus- 
trial, and agricultural uses. In some of these cases, unless the water 
storage is provided, there will be no way to take care of the water needs 
of growing communities and sections of States. In other words, care 
should be given in applying these tests to prevent. the absolute kill- 
ing of a locally financed project wherein hydroelectric development 
is absolutely essential to the existence of the project. In some 
projects, one in particular that I have in mind, the primary objective 
of the local agency is to build a series of reservoirs for the ultimate 
purpose of providing water for consumptive uses, but the project 
cannot be built without in the first instance capitalizing on the value 
of the hydroelectric power and energy which can be produced. These 
revenues will construct the project. Initially, only a part of the 
stored water will be used primarily for consumptive purposes, but 
gradually as the urgent need for water consumptive uses is accelerated 
the amount of the water to be devoted to the production of power will 
be reduced. The revenues from the sale of the water will be substi- 
tuted for the power revenues. Such a project which would not be 
built except for the urgent, long-time need for water but where power 
installation is a sine quo non, should not be subjected to the tests 
which would justify the addition of hydroelectric generating facili- 
ties to a proposed Government-owned multipurpose dam. 

We have reason to believe that at this time the Bureau of the 
Budget is accrediting full effect to the recommendations contained in 
the report, at least insofar as the taxes-foregone theory is concerned, 
and perhaps as to all of its recommendations. Apparently, the com- 
mittee report is the first official document which would apply the taxes- 
foregone formula to a project other than one to be constructed and 
owned by the Government. Budget Circular A-47 which was pro- 
mulgated in 1951 makes the taxes-foregone formula applicable to 
Government projects but not to State or other locally sponsored 
projects. So, without action by the Congress either affirmative or 
negative on the report, it would appear that its principles will be 
applicable to pending legislation wherein budget approval is required, 

Under the circumstances, it would be very helpful if an official 
interpretation could be given as to the meaning of these cited provi- 
sions of the report. Possibly they were not intended to have such an 
adverse effect on State and local projects but, uninterpreted and un- 
explained, they bid fair to stop all such projects just before birth. I 
am reluctant to believe that the committee had such intent. 

The press has carried announcements that you, as president of the 
National Reclamation Association, and officials of other organizations 
have been studying the report. If you should share any of the opin- 
ions I have expressed, I would like you to consider whether an appro- 
priate committee of the Congress could not through hearings or con- 
ferences determine authoritatively the meaning and effect of these and 
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perhaps other recommendations contained in the report. Perhaps 
you can think of a better way. 
With best wishes, I am 


Yours sincerely, J D. McC 
oun D. McCatt. 


NATIONAL RECLAMATION ASSOCIATION, 
Saut Lake Crry, Uran, November 17, 1956. 
Hon. James E. Murray, 
Chairman, Interior and Insular Affairs Committee, 
Senate Office Building, Washington, D. C. 
(Attention: Mr. Lineweaver.) 

Dear Senator Murray: Enclosed herewith you will please find a 
copy of a special report prepared in compliance with your request 
relating to Senate Resolution 281. 

This report was prepared by a special water policy committee rep- 
resenting a number of States and approved by the board of directors, 
then later by the entire membership present at our convention in Salt 
Lake City. 

I expect to be back in Washington about December 1, and will at 
that time contact the staff members of your committee to ascertain if 
any further information regarding our position on this important 
question is desired. 

We do appreciate immensely the opportunity which you have af- 
forded us to present our views on these vitally important questions 
pertaining to the controlling, developing, and use of our water re- 
sources. 

Respectfully submitted. 

Wm. E. Wetsu, 
Secretary-M anager. 


SrecrAL Report To THE Boarp or Directors oF THE NaTIONAL Recia- 
MATION ASSOCIATION BY A SPECIAL COMMITTEE OF THE WATER PoLicy 
CoMMITTEE ON SENATE RESOLUTION 281, 84TH ConaREss 


NoveMeBer 16, 1956. 


To: Committee on Interior and Insular Affairs, and, Committee on 
Public Works, United States Senate. 

From: National Reclamation Association. 

Subject: Recommendations pertaining to standards and overall cri- 
teria for the evaluation of proposed projects for the conservation 
and development of land and water resources, as requested by 
Senate Resolution 281, 84th Congress. 

Senate Resolution 281 conforms to long-established principles of the 
National Reclamation Association. At the 1955 annual convention in 
Lincoln, Nebr., in commenting on the Hoover Commission Recommen- 
dations on Water Resources and Power, we stated: 

“The association stands upon the principle that the Congress must 
have the primary responsibility in the authorization of projects. The 
association opposes the conferment on, or assumption by, an executive 
officer or department of a veto power over proposed or authorized 
projects.” 
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In the report of the Water Policy Committee which was approved 
by NRA at its 1956 annual convention in Salt Lake City, Utah, it was 
stated : 

“In the final analysis, Congress must set the policy and standards 
of a water policy under which it will authorize the construction of 
projects. The executive branch, in the exercise of its constitutional 
powers, can only recommend.” 

The National Reclamation Association therefor welcomes the op- 
portunity to submit its comments pursuant to the request in the July 
27, 1956, memorandum of the two Senate committees. 

We respectfully submit the following principles: 


I. Project evaluation with special reference to benefit-cost ratio 

A. Congress should establish general criteria and standards for 
evaluation of projects. 

B. Evaluation of projects should be based on uniform standards and 
criteria, and all construction agencies engaged in land and water re- 
source development should comply. 

C. The economic justification of a project should generally be ex- 
pressed in terms of benefit-cost ratio. 

1. The benefit-cost ratio should be calculated using a proper 
evaluation of direct, indirect, and public benefits. 

2. Since such a ratio does not reflect intangible benefits which 
may be of substantial significance, the ratio should not be the only 
criteria of the desirability of a particular project. 

8. In computing project costs for benefit-cost ratio, the interest 
rate used should be the average rate paid by the United States 
on its marketable long-term securities outstanding at the date 
of the computation. 

4. The evaluation period for estimating benefits and costs should 
be the economic life of the project or 100 years, whichever is less. 

5. Project costs for the purpose of economic justification should 
include: 

(a) All capital costs, including interest during construc- 
tion, but exclusive of past investigation cost. 

(6) Operation, maintenance, and replacement costs which 
are annually recurring costs required to administer and serv- 
ice the physical facilities of the project consistent with the 
period of analysis. 


II. Elements of cost allocation 


A. With respect to multipurpose projects, the need for cost alloca- 
tion arises in order to provide for equitable distribution of costs and 
to separate the different purposes which have different requirements 
in law as to repayment. Methods which arrive at equitable distribu- 
tion should be used. 

B. With — to a single-purpose project, all project costs should 
obviously be allocated to that purpose. 


III, Elements of repayment analysis 

A. A repayment study, showing project costs allocated by function 
and the contemplated payout period, is essential. 

B. Reimbursable costs allocated to functions other than irrigation, 
should be repaid within 50 years. The repayment cost allocated to 
irrigation should be repaid in a definite period of time to be fixed hy 
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Congress in the consideration of each individual project, but in no 
event should the repayment period extend beyond the useful life of 
the project. ; 

C. Costs allocated to power, and municipal and industrial water, 
should be repaid with interest at the average rate paid by the United 
States on its marketable long-term securities outstanding on the date 
of the project authorization. 

D. Costs allocated to irrigation should be repaid without interest, 
as is now provided by Federal law. 


NortHwest Pusiic Power AssoctarIon, INC., 
Vancouver, Wash., August 8, 1956. 
Hon. James Murray, 
Chairman, Senate Committee on Interior and Insular Affairs, 
Senate Office Building, Washington, D. C. 

Dear Senator Murray: This association is very much interested 
in the proposed studies authorized by Senate Resolution 281, approved 
July 26. 

Weare anxious and willing to testify. Weare particularly opposed 
to the unfair and unrealistic criteria set forth in Bureau of the Budget 
Circular A-47 and in the Green Book. 

Some of our views are set forth in the enclosed material relative to 
the unfair cost allocations made at McNary Dam by the Federal 
Power Commission. May I particularly call your attention to the 
absolutist attitude taken by the Federal Power Commission in its 
letter to us of March 4, 1954, advising that its decision on cost alloca- 
tions is final, not subject to court review and that it is not required to 
give public notice or hold public hearings. 

We respectfully request to be heard and request information as to 
the time and date of any hearings. 

Sincerely, 
Gus Norwoop, 
Executive Secretary. 


Water Resources ASsocraTeD, 
Washington, D. C., November 1, 1956. | 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs. 
Hon. Ciivton P. ANDERSON, 
Chairman, Subcommittee on Irrigation and Reclamation. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works. 
Hon. Roserr S. Kerr, 
Chairman, Subcommittee on Flood Control, 
Senate Office Building, Washington 25, D. C. 
Dear CHAIRMEN: Complying with your request of July 27, 1956, 
the members of Water Resources Associated submit for your consider- 
ation, a list of 22 recommendations for inclusion in the list of stand- 
ards and criteria for the evaluation of proposed projects for the con- 
servation and development of land and water resources within the 
United States. 
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Mr. Philip Shutler, director, Connecticut River Valley Flood Con- 
trol Commission, will file his separate views regarding Nos. 5, 11, 17, 
and 22, Mr. Shutler concurs in all other recommendations. 

Col. Herbert Gee, Central and Southern Florida Flood Control 
District, concurs in all recommendations except No. 11, for which he 
suggests a change as stated in letter attached to our list of items. 
Colonel Gee also suggests that an additional item be added to our list 
of recommendations, as outlined in his letter. 

Respectfully yours, 
E. W. Ristne, Secretary. 


Octoner 24, 1956. 


Groundwork has been laid for clarification by Congress of our na- 
tional water-resources policies through various studies and reports 
made during the past several years and by action of the United States 
Senate, 84th Congress, 2d session, in adoption of Senate Resolution 
No. 281. 

Believing that the standards to be employed in the administration 
of a national water-resources policy should implement and expedite 
the sound development of such resources, and that any standards 
which impede or obstruct the Federal water-resource development 
program should be abandoned, we recommend the following: 

1. Basic data on hydrology, though collected by various agencies, 
should be compiled and published by the United States Geological 
Survey. The costs of publication may be financed by direct appro- 

riation or by the transfer of funds from affected Federal agencies or 
y a combination of both methods. 

2. In States wherein Federal water-storage projects are constructed, 
the Federal Government shall continue to recognize as paramount 
the water laws of such States. Also, in areas where interstate com- 
pacts relative to conservation and utilization of water and/or other 
natural resources have been negotiated and ratified by the affected 
States and the Congress, the provisions of such compacts shall be 
recognized. No water-storage reservoir should be constructed with- 
out the consent of the State in which the project is located. 

3. The traditional policy of free use of the Nation’s waterways as 
public highways should be continued. 

4. In all instances where a State, political subdivision of a State or 
any public agency acquires the right to the use of water from a Fed- 
eral Government-owned reservoir and pays or contracts to pay there- 
for an amount estimated to be equivalent to the cost, as determined by 
standards then effective, of providing the allocated storage space, the 
rights to such use shall be permanent. A new contract can, of course, 
be negotiated at any time by the interested parties taking into consid- 
eration new uses for water or increased operating and maintenance 
costs. 

5. Rejection of the taxes-foregone theory as a factor in test of 
feasibility for Federal projects or for projects sponsored by State and 
local agencies for which Federal loans or aid is sought. 

6. The fair market value, rather than the loss-of-income system, 
should be used for establishing the value of lands to be acquired for 
rights-of-way and as a factor in establishing benefit-cost ratios for 
water-resource development. 
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7. The Federal Government should not, as proposed in the third 
paragraph, page 35, Water Resources Policy Report, President’s Ad- 
visory Committee, December 22, 1955, withhold aid, which otherwise 
would be given, to a local agency for development of a project for 
power, municipal water supply, or industrial water supply, merely on 
the assumption that if the project is economically sound it can be 
readily financed, since a project may meet the test of feasibility and 
still not, at the time of construction, provide the revenue coverage to 
make its securities marketable. 

8. For local flood protective works, the local beneficiary or bene- 
ficiaries shall: furnish all lands and rights-of-way needed for struc- 
tures and contractors, relocate all roads, bridges, railroads, pipelines, 
powerlines, and other electric services, hold the United States harmless 
in any suit arising from the construction or operation of the structures 
and on completion take over maintenance and operate the structure 
under rules promulgated by the Chief of Engineers, United States 
Army. Local contributions should be limited to those described in 
this paragraph. 

9. MaRinbepuipese reservoirs should be planned and developed on 
basis of future maximum requirements. In making the economic an- 
alysis of a proposed multiple-purpose reservoir, which includes water 
supplies, the benefits from such water supplies should be included when 
the analysis is made even though firm customers for the water have not 
been determined. 

10, In determining the economic feasibility of a reservoir project, 
which has potential hydro power, analysis may also be made of the 
value of falling water to be sold to a private or public agency, which 
would build the necessary hydrogenerating facilities. 

11. Benefits from the flood-control storage in reservoir projects, in- 
cluding land enhancement values, shall be nonreimbursable, princi- 
pally because it is impossible to assess benefits equitably. Reservoirs 
arger than those authorized under Public Law No. 1018 (Watershed 
Protection Act) shall not be construed as local protection works. 

12. As a general practice, contracts for repayment of project costs 
for power, municipal and industrial water supply or for irrigation 
shall be for a period of 50 years from date each project unit is first 
used, plus a 10-year development period where appropriate. However, 
Congress should consider all pertinent factors in authorizing an irriga- 
tion project and establish such period for repayment, within the life 
of the project, as it deems justified. 

13. In determining feasibility of a project evaluation shall be made 
of recreational benefits, under standards of evaluation to be established 
by the Congress. The national interest in recreational development 
in reservoir and canalization projects may be presumed. A reasonable 
sum should be allowed as a Federal contribution for the construction of 
access roads and other basic facilities. 

14, Where interest is charged on unpaid balance of cost of a project 
the interest rate shall be determined by the Secretary of the Treasury, 
as of the beginning of the fiscal year in which construction is initiated, 
on the basis of the computed average interest rate payable by the 
Treasury upon its outstanding marketable public obligations, which 
are neither due nor callable for redemption for 15 years from date of 
issue. 
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15. Reports on water-resources projects shall include Federal, State, 
and local costs including any essential costs incurred by local interests 
in constructing works required to permit realization of the benefits 
for which the Federal project is constructed. 

16. Feasibility benefit-cost ratios for new projects within a river 
basin should generally be ere on a basinwide basis, taking into 
consideration the unit proposed for authorization, the authorized units 
and the existing units in the basin which form the overall basin plan. 

17. Section 111 of H. R. 12080, 2d session, 84th Congress (omnibus 
flood-control and rivers and harbors authorization bill), is good legis- 
lation and is recommended for enactment by the 85th Congress. 

“Seo. 111. Whenever, during the construction or reconstruction of 
any navigation, flood control, or related water development project 
under the direction of the Secretary of the Army, the Chief of Engi- 
neers determines that any structure or facility owned by an agency of 
government and utilized in the performance of a governmental func- 
tion should be protected, altered, reconstructed, relocated, or replaced 
to meet the requirements of navigation or flood control, or both; or to 
preserve the safety or integrity of such facility when its safety or use- 
fulness is determined by the Chief of Engineers to be adversely affected 
or threatened by the project, the Chief of Engineers may if he deems 
such action to be in the public interest, enter into a contract providing 
for the payment from appropriations made for the construction or 
maintenance of such project, of the reasonable actual cost of such 
remedial work, or for the payment of a lump sum representing the 
estimated reasonable cost: Providing, That this section shall not be 
construed as modifying any existing or future requirement of local 
cooperation, or as indicating a policy that local imterests shall not 
hereafter be required to assume costs of modifying such facilities. The 
provisions of this section may be applied to projects hereafter author- 
ized and to those heretofore authorized but not completed as of the 
date of this Act, and notwithstanding the navigation servitude vested 
in the United States, they may be applied to such structures or facili- 
ties occupying the beds of navigable waters of the United States.” 

18. Reservoirs should be built so as to make possible the full devel- 
opment of the optimum use of not only that site but the entire river 
system of waterway development over the life of the project. We be- 
heve that section 205 and subsections (a) and (b) of 206 with slight 
modificaions for clarification, in H. R. 12080, 84th Congress, as shown 
in the conference report on this bill, are applicable to this situation 
and should be included in any new standards, set up for projects yet 
to be built. The language we recommend is as follows: 

“Sec. 205. In prosecuting plans and projects for navigation, flood 
control, and allied purposes heretofore or hereafter authorized, storage 
may be included in any reservoir project to be constructed by the Corps 
of Engineers without reimbursement to increase low flows downstream 
to the extent warranted at that time, or anticipated to be warranted 
at that time, or anticipated to be warranted during the economic life of 
the project, by widespread, general, and nonexclusive benefits from 
such increases in low flow. 

“Sec. 206. (a) It is hereby declared to be the policy of the Congress 
to recognize the primary responsibilities of the States and local inter- 
ests in developing water supplies for domestic, municipal, industrial, 
and other purposes and that. the Federal Government should partici- 
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pate and cooperate with States and local interests in developing such 
water supplies in connection with the construction, maintenance, and 
operation of Federal navigation, flood control, or multiple purpose 
projects. 

“(b) In carrying out this policy, and that set forth in 205 above, 
it is hereby provided that storage may also be included in any reser- 
voir project surveyed, planned, constructed, or to be planned, sur- 
veyed and/or constructed by the Corps of Engineers to impound water 
for present or anticipated future demand or need for municipal or 
industrial water and the reasonable value thereof may be taken into 
account in estimating the economic value of the entire project : Pro- 
vided, That when contract for the use of such impounded waters is 
made it shall be on the basis that will provide equitable reimbursement 
to the United States as determined by the Secretary of the Army.” 

19. All agencies of the Federal Government charged with planning 
and/or authorization and construction of water-resource projects 
should use the same standards in the evaluation of costs, including 
joint costs, and the benefits of such projects. An item particularly 
requiring clarification is methods for estimating “indirect benefits.” 
To this end, it is recommended that the Congress hold hearings to 
determine a set of reasonable and workable benefits-costs standards 
which can be enacted into law. 

20. Congress should make it clear that it retains primary respon- 
sibility for the authorization of projects. The Bureau of the Budget 
should not by unnecessary delay in sending reports to Congress or any 
other means prevent Congress from considering reports on river-basin 
studies. 

21. We oppose creation of the position of Coordinator of Water 
Resources as proposed in the report of the President’s Advisory Com- 
mittee on Water Resources Policy. It is impracticable as it would 
require duplication of staffs already in existence in the Departments of 
the Federal Government and cause additional delay in transmission 
of project reports to Congress. 

22. We oppose the proposal of the President’s Water Resources 
Policy Committee for creation of an independent board of review. 
This board could not be “independent” as it would be set up in the 
Executive Office of the President and composed of persons with terms 
of office to correspond with that of the President. As far as the Corps 
of Engineers projects are concerned, the quasi-judicial Board of Engi- 
neers for Rivers and Harbors, established by Congress in 1902, ad- 
mirably protects the citizens of ‘the United States. 

23. Is reserved for later consideration. 





Gere & Jenson Consu.ttTiIne ENGIneEeErs, INC., 
West Palm Beach, Fla., October 30, 1956. 
Mr. E. W. Ristno, 
Secretary, Water Resources Associated, 
Washington, D.C. 

Dear Mr. Ristne: This will acknowledge receipt of your memo- 
randum of October 24, 1956 (WRA No. 63), the text of water resources 
policy statement to be submitted to the Senate Committees on Public 
Works and Interior and Insular Affairs in connection with the pro- 
posed hearings Senate Resolution No. 281. 
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_ I concur in the text of this statement with one exception. Under 
item 11, on page 2, the statement in paragraph 11 should not be limited 
in its application to reservoir projects alone. Land enhancement and 
flood-control benefits should be treated as one and the same thing for 
all projects. 

It is suggested that an additional paragraph be added to the pre- 
pared statement to read as follows: 

“Any formula for cost sharing on flood-control projects shall be 
adopted by the Congress for general application throughout the United 
States on projects of similar character.” 

With the two exceptions noted above, I concur heartily in the 
statement of Water Resources Associated and recommend its early 
transmittal to the Senate committees. 

Sincerely yours, 


H. C. Ger. 





Tue Arkansas Bastin DEVELOPMENT ASSOCIATION, INC., 
Tulsa, Okla., November 1, 1956. 
Senator Dennis CHAvEz, 
Chairman, Committee on Public Works, 
Senate Joint Committee, 
Senate Office Building, Washington, D.C. 

Dear Senator CuHAvez: In response to the memorandum dated 
July 17, 1956, which refers to Senate Resolution 281, the followin 
suggestions relating to conservation and development of land an 
water resources, are submitted for your consideration. These items 
have been approved by the board of directors of the Arkansas Basin 
Development Association, Inc. : 

1. It is believed that the standards to be employed in the admin- 
istration of a national water resources policy should be written into 
the law by the Congress and should be designed to implement and 
expedite the sound development of these resources. 

2. The Federal Government should continue to recognize as para- 
mount the water laws of the States in which Federal projects are 
located. The Federal Government should also recognize Interstate 
Compacts which relate to conservation and utilization of water and/or 
other natural resources which have been ratified by the affected States 
and the Congress. 

3. The collection of basic data on hydrology should be expedited. 
Although it is collected by various agencies, it should be compiled 
and published by the United States Geological Survey. 

4. The historical free use of the Nation’s waterways should be 
continued. 

5. Loss to the national wealth of production from lands that are 
ucquired when water resource projects are built should be considered 
as one of the costs. It is believed, however, that the fair market 
value of such lands adequately represents this cost. 

6. In all cases where a State, political subdivision of a State, or any 
public or private agency acquires the right to use water from a fed- 
erally constructed reservoir and pays or contracts to pay an amount 
estimated to be substantially equivalent to the cost, the mghts to such 
water shall be permanent but may be subject to the provisions of a new 
contract to be negotiated on an equitable basis, which takes into con- 
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sideration requirements for future use in operating and maintenance 
costs. 

7. Multiple-purpose reservoirs should be planned and developed to 
make the maximum use of the site so as to meet as nearly as possible 
maximum requirements. 

8. In making the economic analysis of a proposed multiple-purpose 
reservoir which includes water supplies, the benefits from such water 
supplies should be included at the time the analysis is made, even 
though firm customers for the water have not been secured. (This 
would be covered in 206 (b) H. R. 1280 84th Cong.) 

9. In determining the economic feasibility of a multiple-purpose 
reservoir project which has potential hydro power, the analysis should 
include a study of the value o* falling water which could be sold to 
either a public or private agency, which would build any necessary 
hydrogenerating facilities. 

10. Benefits from the flood control storage in reservoir projects, 
including land enhancement values, shall be nonreimbursable. This 
principle must be retained because it is impossible to assess benefits 
Squitably, and it would be unfair to examine new projects under dif- 
ferent standards than were used for those already constructed. In the 
case of local protective works, the local beneficiaries, shall : Furnish all 
lands and rights-of-way needed, relocate all roads, bridges, railroads, 
sims powerlines, and other utilities, hold the United States free 

rom damages in any suit arising out of the contruction or operation 
of the structures, and take over the maintenance and operation of said 
structures under rules to be promulgated by the Federal construction 
agency. 

11. As a general practice, contracts for repayment of project costs 
for te! municipal and industrial water supply, or for irrigation 
shall be for a period of 50 years from date each project unit is first 
used for water supply, plus a 10-year development period. 

12. In determining feasibility of a project, evaluation shall be made 
of recreational benefits, under standards of evaluation to be established 
by the Congress. The national interest in recreational development of 
reservoir and canalization projects may be presumed. A reasonable 
sum should be allowed as a Federal contribution for the construction 
of access roads and other basic facilities. 

13. Where interest is charged on unpaid balance of cost of a project, 
the interest rate shall be determined by the Secretary of the Treasury, 
as of the beginning of the fiscal year in which construction is initiated, 
on the basis of the computed average interest rate payable by the Treas- 
ury upon its outstanding marketable public obligations, which are 
neither due nor callable for redemption for 15 years from date of issue. 

14. Cost of water resources projects shall include Federal, State, and 
local costs including any essential costs incurred by local interests in 
constructing works required to permit realization of the benefits for 
which the Federal project. is constructed. 

15. Feasibility benefit-cost ratios for new projects within a river 
basin should generally be computed on a basinwide basis, taking into 
consideration the unit proposed for authorization, the authorized units 
and the existing units in the basin which form the overall basin plan. 

16. The Federal Government should not, as proposed in the third 
paragraph, page 35, Water Resources Policy Report, President’s Ad- 
visory Comiiities December 22, 1955, withhold aid, which otherwise 





CONSERVATION AND DEVELOPMENT OF WATER RESOURCES 89 


would be given, to a local agency for development of a project for 
power, municipal water supply or industrial water supply, merely on 
the assumption that if the project is economically sound it can be 
readily financed, since a project may meet the test of feasibility and 
still not, at the time of construction, provide the revenue coverage to 
make its securities marketable. 

17. Reservoirs should be built so as to make possible the full de- 
velopment and the optimum use of not only that site but the entire 
river system or waterway development over the life of the project. 
We believe that section 205 and subsections (a) and (b) of 206, with 
slight modifications for clarifications, in H. R. 12080, 84th Congress, 
as shown in the conference report on this bill, are applicable to this 
situation and should be included in any new standards set up for 
projects yet to be built. 

18. All agencies of the Federal Government charged with planning 
and/or construction of water resource projects shall use the same 
standard in the evaluation of the costs and the benefits of such projects. 
To this end, it is recommended that the Congress hold hearings to 
determine a set of reasonable and workable standards which can be 
enacted into law. 

19. Congress should make it clear that it retains primary responsi- 
bility for the authorization of projects. The Bureau of the Budget 
should not by unnecessary delay in sending reports to Congress or any 
other means prevent authorization of new projects by the Congress. 

20. We oppose creation of the position of Coordinator of Water Re- 
sources as proposed in the report of the President’s Advisory Commit- 
tee on Water Resources Policy. It is impracticable as it would require 
duplication of staffs already in existence in the departments, and cause 
additional delay in transmission of project reports to Congress. 

21. We oppose the proposal of the President’s Water Resources Pol- 
icy Committee for creation of an independent board of review. This 
board could not be independent as it would be set up in the Executive 
Office of the President and composed of persons with terms of office to 
correspond with that of the President. As far as Corps of Engineers 
projects are concerned, the quasi-judicial Board of Engineers for 
Rivers and Harbors, established by Congress in 1901, admirably pro- 
tects the citizens of the United States. 

22. In allocating costs between the several functions in any multiple- 
- a water resource project, it is recommended that the method used 
ye the one which will justify the maximum development of the project. 

Respectfully, 
Joun H. Dunxin, 
Chairman, Board of Directors. 


Tue Connecticut River VALLeEy Fioop Conrron ComMIssIoNn, 


Keene, N. H. 
Mr. E. W. Ristna, 
Washington, D. C. 

Dear Evererr: Confirming our telephone conversation, just con- 
cluded, on recommendations to the joint committees of the Senate on 
water resources policy, I concur generally in the recommendations you 
sent out on October 24 with the following exceptions: 
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(a) I am opposed to recommendations Nos. 5 and 22. 
(b) I have some question on No. 11. 

te) It is my belief if section 3 in No. 17 is needed to provide equity 
payments to make municipalities whole when the continuation of use 
of their structures or facilities is threatened or destroyed under the 
circumstances related in section 3, that like protection should be ex- 
tended in the law to private corpor saison which are furnishing a public 
service such as, for instance, providing the inhabitants of a munici- 
pality with water. 

With best regards. 

Sincerely yours, 
(Signed) Phil. 
Pritre SHUTLER. 


Gen & Jenson, ConsuLttina Encrinerrs, INc., 
November 1, 1956. 
Commitree on Inrertor AND INSULAR AFFAIRS, AND 
CoMMITTEE ON Pusiic Works, 
United States Senate, Washington, D.C. 

Dear Sirs: This letter and the accompanying memorandum are sub- 
mitted in response to your invitation included in your memorandum of 
July 27, 1956. 

The attached memorandum presents the views of local interests on 
various Florida projects for water resource development concerning 
the standards and criteria which should be adopted by the Congress to 
be used in evaluating all proposed projects for the conservation and 
development of the Nation’s land and water resources. 

Your thoughtful consideration of these suggestions from the local 
sponsors of the various Florida projects will be greatly appreciated. 


Very truly yours, 
H. C. Gee, 
Consulting Engineer. 


Memorandum for: Committee on Interior and Insular Affairs, and 
Committee on Public Works 
Subject: Suggested standards and criteria for evaluation of water 
resource development projects 
This memorandum was prepared by Herbert C. Gee, consulting 
engineer, president, Gee & Jenson, Consulting Engineers, Inc., West 
Palm Beach, Fla. The suggestions presented herein are divided by 
projects and represent the considered opinion of the responsible offi- 
cials of the local cooperating agency in each of the projects enumerated. 


CENTRAL AND SOUTHERN FLORIDA 


- is suggested that— 

All flood-control projects except those involving use of major 
reservoirs to impound floodwaters be financed jointly “by the Federal 
Government and local interests on the same basis. 

2. Local interests perform the following listed functions for all 
such projects and that the performance of these functions be manda- 
tory on all projects except major flood-control reservoirs : 
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(a) Furnish rights-of-way. 

(b) Complete relocations or modifications of all utilities, roads 
aiid streets, bridges except railroad bridges, and private improvements 
ws required to furnish a clear and unobstructed right-of-way to the 
Federal Government. 

(ce) Hold and save the United States harmless against damage 
arising from the construction or operation of the w orks wherever local 
interests have been afforded an opportunity to review the plans of 
the constructing agency before construction. 

(d) Maintain and operate the works or systems of works after 
completion by the Federal construction agency. 

3. Benefits of land enhancement be estimated on the basis of the 
increase in fair market value of the land in question rather than on the 
increased net annual earning derived from the said land. Utilization 
of the net increase in annual return on a given acreage of land fails 
to give consideration to the fact that the landowner must utilize ad- 
ditional capital and additional labor to produce the increase in net 

2arnings. 

4. The method presently employed of computing individual benefit- 
to-cost ratios of component parts of basinwide plans be discontinued. 
Such individual benefit-to-cost ratios are meaningless for subordinate 
parts of a basin plan which do not constitute a completed project of 
themselves. 

5. Reports on water resources projects shall include Federal, State, 
and local costs, including the costs of any essential facilities which 
must be constructed by local interests to permit full realization of the 
benefits for which the Federal project is to be constructed. This sug- 
gestion has particular application to the central and southern Florida 
project where local interests are required to furnish a very extensive 
secondary drainage system and on the land water control in order 
that the benefits of the Federal-State project may be realized. 

6. Cost sharing involving payment by local interests of sums of 
money above and beyond the cost of the standard requirements of local 
cooperation should be determined on a uniform basis throughout the 
bs States for projects of similar character. 

The budget procedures of the Federal Government be relaxed 
or iene sufficiently to keep local interests fully informed concern- 
ing the financial status of the project to which they are making sub- 
stantial contributions in construction work and in money. 

8. Federal financing of water resource development projects be pro- 
gramed at least 2 years in advance in order that local interests, par- 
ticularly i in States where legislatures meet biannually, may have firm 
figures on the financial requirements of local cooper ation for guidance 
ir. the preparation of their own budgets at the State level. 





STATEMENT OF THE NATIONAL WATER Policy PANEL or ENGINEERS 
Jotnt Councit, Re Senate RESOLvTIon 281 


Engineers Joint Council has studied Senate Resolution 281 which 
pertains to a subject 1 in which it has had a long-time interest and con- 
cerning which E.JC would like to submit comments and present testi- 
mony at the proper time. 

Anyone who has closely examined the progress of water resources 
development in this country cannot fail to perceive that it has been 
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governed by no explicit national policy. Such policies as exist have 
developed piecemeal by incorporation in legislation authorizing par- 
ticular projects, or from interpretations of various statutes by the 
interested Federal agencies. There are 25 Federal agencies with major 
responsibilities for water and power programs, and there are 18 other 
agencies with minor interests in these fields. Inconsistencies in legisla- 
tive and interpretative policies, coupled with the conflicting aims of 
various agencies, have led to confusion and waste. This situation is not 
conducive to “the realization of an optimum degree of physical and 
economic efficiency” in land and water resources development. 

Various public and private organizations have for some years de- 
voted a great deal of thought to the development of a broad national 
water policy which would provide a uniform basis for judging the 
merits of water resources projects. In 1951 Engineers Joint Council 
published a report, Principles of a Sound National Water Policy. 

This report was prepared by a group of approximately 80 disinter- 
ested engineers, none of whom were Federal employees. The report 
consisted of a general statement regarding fundamental principles 
and their application to water resources development, followed by 
eight task committee reports on specific phases of water resources pre- 
pared by engineers specializing in those particular fields. 

The national water policy panel of EJC endorses the proposal that 
the Congress enact legislation which will establish criteria upon which 
future authorization of water resources must be based. It requests 
an opportunity to testify upon such proposed legislation as may be 
submitted to the Congress. 

Briefly EJC believes that— 

1, Items of economic policy which are of general applicability 
should be presented for use in connection with all functions of 
Federal water resources development, and for use uniformly by 
all agencies with responsibilities thereto. 

2. There should be maximum participation by non-Federal 
capital. 

3. Adequate time should be allowed for collection of essential 
data, and determination of the need for the carrying out of such 
development so as to lead to a lower rate of expenditure during 
periods of prosperity and a higher rate during periods of re- 
duced activity and employment. 

4. The benefit-cost ratio should be more than unity. 

5. Justification should be by projects rather than by river 
basins. 

6. So far as practicable, Federal water projects should be self- 
supporting cask eall-ticmnidatine. 

7. There “there should be created a board for the impartial 
analysis and appraisal of Federal water projects and its review 
and report thereon should be prerequisite to the authorization or 
appropriation by Congress of or for projects of that kind.” 

8. Engineers Joint Council takes no position upon the question 
as to whether such a board should be responsible to the Congress 
or to the executive branch of the Government. 

Engineers Joint Council requests the privilege of presenting its 
views on water resources to the Senate Committees on Interior and In- 
sular Affairs and on Public Works. 


O 








